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The Management Research Center (MRC) of the Graduate School of Business has been established ta conduct
selected programs of research in individual, small group and organizational psychology, with special emphasis
on the study of managerial behuvior in industrial organizations. Through enlarging our understanding of how
today's manager deals with increasingly complex organizationol protstems, the Center hopes to furnish behavioral
foundations for the development and education of the manager of the future. MRC is supported primorily by the
Fo-d Foundation with supplementary support from the Office of Ngval Research and the University of Pittsburgh.

A cross-cultural study of managerial behavior in standardized organizational simulations is being con-
ducted by MRC in cooperation with the European Research Group on Management (ERGOM,, an organization of the
European Associotion of Manogement Training Centers, and the Camite para Investigaciones sobre Ermpresarios
Latinamericanos [CINSELA]. MRC is devlioping a repository for behavioral data collected in management training
centers throughout Europe and Latin America. In addition to providing a data bank for the storoge and retrieval of
information, MRC will provide cooperating training centers with assistance in experimenta! design, statistical
onalysis, and data collection.

Utilizing survey and interview techniques, MRC is examining the consulting patterns of middle and tap
management to identify characteristic similarities and differences in the performance of managers at different levels
within the same organization und in different organizations.

Field studies as well as broad scale surveys are under way also in banking, light and heavy industry to study
the effects of the computer and EDP on managerial and orgonizational behavior. An attempt is being made to
gauge the impact of computers on organizational life in general and manageriol behavior in particular,
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ABSTRACT

THE DECISION TO AUTOMATE THE SMALL COMMERCUIAL BARK
A BEHAVIORAL APPROACH IO THE ANALYSIS OF

DECISION MARING PROUESSES
Avner M, Porat

University of Pittsburgh, 1968

The decision to automate the small commercial bank has to be
approached frum three different aspects:
1. The theory of decision making aspect, where some of the
questions facing the researcher are: What are the elements
in the decision? Who participates in the process and in

what role? Can common features bc discovered in the process

among different organizations?

)
.

The computer aspect, where these questions arise: Why is
there a neced to consider automation and how does this need
effect the decision process and the final decision?
3. The small bank aspect, where the following questions arise:
How does a small orgari:cation deal with a decision leading to
a major change which is cutside the main stream of regular
decisions made in such an organization? And what, if any,
are the differences between large and small organizations in
. approaching the problem?
The purposc of this study is to examine, keeping two major guals in
)

mind, the dec.sion process invelved in deciding to automatc the small
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commercial bank. The first goal is to develop a descriptive mode)

which provides an outline of the process in a form which will mabe it
possible to follow, understand, and analyze the phases in the decision.
The second is to examine whother the principies of the behavioral theory
of the firm, which were vriginally developed for the large organization
dealing with repetitive decisions, apply also to a small organization
facing a one-time decision.

The analyses are based on data collected in twenty-three small
commercial banks, which were studied while they werc in various stuges of
the decision process and in the process of applying various solutions to
the questions facing them. The method employed in this investigation wds
based mainly on interviews in the ficld with the people involved in the
process, supported by supplementary questionnaires and examination of
written records. A flexible schedule covering the activity, subjects,
participants and time dimensions of the process was used in the field
interviews.

The results of the dats collection und analysis are presented in
thre¢ parts. The first includes data on the various phases of the process
from the time the active decision process had begun through the decisicn
period itself, and up to the completion of the first conversion or %ermin-
ation of the process. In this part, gquestions regarding the available
alternatives, the clements effecting the decision muhers, the roles of
insiders and outsiders, and the cffects of the way the decision was made
arc discussed in daetail. Based on the data in the first part, the seccond
part is used to develop the descriptive model which applies to the banks
participating in the study. The final part makes use of the duta to

examine the applicability of the principles of the behavioral theory of the




firm, as described by Cyert and March, to the decision process in the

small bank.

The study demonstrates that although each bank makes the given
decision enty once. the pravess i@ eimiiar snnugh if 1ts development to
be summarized in a4 descriptive model. The model emphasizes the principles
of a sequential approach to problems, limited scarch for arriving at the
best decision, and unsystematic feasibility study leading to 4 decision,

Of the four major retational principles in the Cyert and March
theory, only one was fully applicable to the process studied. This was
the concept of problematic search which assumes a wotivated search,
which is both simplc-minded and biased. The concepts of organizational
learning and uncertainty aveidance had to be partially modified to be
adjusted to the condition of the one-time decision. The concept of
quasi-resolution of conflict had to be modified so that it could be

adjusted to the special conditions of a small organization.
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I. INTRODUCTION

A. Statement of the Problem

Over the last 15 years the computer, or a5 it is often called,

Electronic Data Processing (EDP), has established itself as an
accepted tool for many organizations and an instrument effecting the
organizational environment and members. One of the first questions
an organization faces when it considers EDP services is how to
approach the decision and what is involved in it. The present stud)
concentrates on the process involved in deciding whether or not to
acquire computer scrvices in one segment of the business world, the
small commercial bank. The subject is approuached from three
different aspects.

1. The Decision-Making Aspect.

-

2. The Computer Aspect.

3. The Small Bank Aspect.

_._ . .These three supply the framework for the study, which is based

on field research covering 23 small commercial banks that have recently

made the decision to start using EDP.

1. The Decision Making Aspect

In the last twenty vears there has been an enormous growth in
decision-making litcrature. Researchers and writers have been con-
cerned for scveral years with the question of how people and organiza-
tions make their decisions. This question was examined along with the

question of how decisions should be made, and the results have been




several models of decision making which were incorporated into what
is now called the behavioral theory of the firm.

with the availability of many theories and models of decision
making, it is surprising how little has been done in testing those
models and relating them to actua! decision making in business organi-
zations. In the few instances where simulations of decision models
were actually tested, they usually were restricted to quantitative
uind repetitive decisions, and the economic considerations dominated
the decisions.} A gap still to be closed in the area of research
and writing on decision making includes the more complicated, less
repetitive decisions. One example of such a decision is the process

involved in the decision to introduce e.ectronic data processing.

2. The Computer Aspect
Over the past fifteen years, computers and EDP equipment have
becom~ part of everyday business life. According to one source, in

1955 there were only 10-1S computers installed, while by the end of

1966 the total number had reached 28,500 worth $7.8 billion. Projec-

tions to 1970 indicate that there will be 60,000 computers in use by
that time, to be valued at $18 billion. (Myers, 1967, p. 1)

As more computers are being introduced into the business
world, an increasing amount of literature dealing with computers,
their place in our world and their present und future impact on
organizations and people, has been generated. The writings have

come from people of diverse backgrounds and opinions and, due to

1Several models and simulations are discussed in Cyert and March
(1963}, and Cohen and Cyert (1965).

-
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their lack of vaperience with automation, have often heen 1n the
form of pencralizations with little or no empirical evidence.
Typically, the smpact of automation has been considered in its broad
cconomic and social dimensions, or in the form of “check lists"
suggesting what to do with compu!crs.z But with the increase of
organizational cxperience with computérs, research data are becoming
avaitablc and should be utilized to provide meaningful insights into
some of the many managerial aspects of the automation probléms.

In the introduction of the computer to the business world,
as is the case of many other changes, thero have been disappointments
as well as gains. This was recognized by George J. Brabb and Earl B.
Hutchins [1963):

The revolution now in progress, like all revolutions, is not

progressing smoothly and without problems. There have been

reports of disappointment and disillusionment and even, in
some instances, of withdrawal of computers. Such situations
have more often been attributed to those who use and those

who sell raiwncr than to the equipment itself. (p. 33)

Often the problems deovelop at the early stage orf the introduc-
tion of the computer and are a result-of the-way the decision to
acquire the computer was made and of the conversion process used. In
an article, “Seven Deadly Dangers of E.D.P.", L. R, Fiock (1962)
raised this specific issuc:

If businessmen were morce knowledgeable about some of the

dangers involved 1n setting up and evaluating an EDP
installation, mavbe they would be able to protect their

Zﬁxamplcs of carly writings about the impact of computers can be found

in the following volumes: Greenberger (1962), Wriston (1962),
Jacobson and Roucheb (1959). A recent example where the emphasis is
moved from thecory to the use of empirical data appears in the volume
edited by Myers (1967).




companies batter from {he waste of time and money...Just

how you go about acquiring EDP equipment clearly plays a

major role in the success you can expect to achieve. (p. 89)

A similar idea was emphasized several years ago in a study
sponsored by the Controllers Institute Resesrch Foundation (Conway, 135%)

1f experience, both successful and unsuccessful, has shown

anything in the last five years, it is that declding what

and how and where and when and ¢ven why to do something

about electronic data processing are complex and important

gquastions which dust be correctly answered if the end result

is to be looked back upon with the same relish as it was

anticipated. It has also indicated that with the proper

approach, care, and skill these answers can be obtained. (p. 20)

Although it is the first crucial step in the change toward
automation, little has been published on what is involved in making the
decision to automate. On the subject of computers, the majority of the
publications have dealt only with the questions of cquipment, manage-
ment of EDP, quantitative techniques and the effects on the formal

structure of the organization, rather than the decision to automate.

3. The Small Bank Aspect

whenever research has been done in the area of computers and

aecigioﬁihikiﬂﬁ;git hasAQQQ;liy Ee;;uﬁgnfiﬁedito large organizations.
Until recently the small business organization did not receive the
appropriate amount of attention in the area of decision making. This
has been true in spite of increasing evidence that the small business
cannot afford to make wrong decisions or ignore areas of national
trends and developments (Sanders, 1966, Ch. 1), including such major
changes as the introduction of EDP systems into the business world.
Several years ago, G. Moller (1964) summarized it in the

following way:

Management of small enterprises, as well as those of medium-
sized ones, who aim not only at survival but at healthy
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growth and development, cannot avoid their preoccupation
with autumation of the total operation, comprising physical
and clerival processes and particularly management decision-
making and control. 1o do thii cuccessfully, a complete
re-oricntation of management thinking will have to take
place on g much, much larger scale than is perceivable,
and perhaps even conceivable, today. {p. 50)
ihe situation of the smatl cammervial bank with deposits of under $50
aillion fits well the above description. bEven though many bankers
don't admit it yet the question facing thew regarding automation is

“khen and how to automate?' rather than "Should we automate?’
B, [lurposc of the Study and Basic Assumptions

The purpose of this study is to examine the behavioral aspects
of the decision-mahing process in relatively small orpaniczations
involved 1n changing to EDP services. The particular type of organi-
zatior cxamined is the swall commercial bank in the United States.

The main concern is to construct a descriptive model that will e¢nable

the reader tc hetter understand the process and dimensions involved.

. This will be-achieved-throughthe deveélopment and examination of

meaningful propositions relating to the various stages of the decision
process, examination of thc behavioral aspects of cach stage in the
process, and identification of the factors and persons influencing the
decision process,

Once the descriptive decision-process model is suggested, the
principles of « hehavioral decision theory, as presented by Uyert and

March in their book, A Behavioral Theory of Ehg Firm, arc applied

in examining the model. Other decision theories and models are
referred to as is deemed necessary,  As the study progresses, the

writer's rescarch and obgervations are synthesized in a series of




propositions, or findings, rejating 2o the decision process involving

the decision to automate. Many of these propositions are advanced

against the backdrop of sssumptions arising fros the beéhaviorsl theory

of the fim.

These propositions will be cited in appropriste places

in the course of the study.

The major assusption made is that a non-repetitive decision such

as the decision to automate in a small bank is a result of a vrocess

that can be defined and examined in a descriptive model.

The main hypotheses tested in this study are:

1.

The process of the decision to automeic is initiatad by
outside agents, such as cumputer salesmen, representatives
of larger bunks, etc., rather than people within the
organization.

The decision to automate a small bank is triggered by
operational pressuces rather than policy planning.

The process initiated, the search and the choosing among

alternatives sre limited, rather than exhaustive.

The decision on automation represents a coalition solution
effectud by the goal conflicts of the verious departments

in the bank.

The process of decision making is guided by the principle of
uncertainty avoidance and, therefore, innovative features

in the solution selected will be minimized.

In the process of the decision and conversion planning,
atterntion is focused on technical and economical aspects
only. Little or no attention is given to socio-political

aspects.
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Hypotheses 3-5 arc based on principles of the hohavieral
theory of the firm by Cyert and March and the relutionship is further
reviewed in Chapter [, The sccond and last hypothesis represents an
effort to add new dimensions to the behavioral approach and will be

discussed further in Chapter VIII.

C. The Design of the Thesis’

In Chapter 11 the need for a behavioral theory of the firm
is described, and the principles of the Cyert and March thesry, as
they will be related to the analysis of the data, are reviewed. The
second part of the chapter reviews the literature studying the decision
to cutomate and outlines the major elements involved.

The purpose of Chapter 1I! is to tamiliarize the reader with
specific characteristics of the banking industry in general and with
small commercial banks in particular. The chapter concludes by reviewing
the rising need for sutomation in the banking industry and leads to the
discussionrgfrthe Qe;isjcprpro;ess of the individual bank which is pre-
sented in Chapter V.

Chapter 1V includes a brief description of the methodology used
in the field study. The chapter reviews the methods of sample selection
and data collection.

Chapter 1V and V summarize the field data by reviewing the

various stages the banks went through in the process of making their

3The format used in the thesis follows the guidelines set by the APA

Publication Manual (1967 reviscd cdition) and the procedures se:
forth in "Style and Format of Graduate Thesis, Dissertations and
Abstracts.” (University of Pittsburgh, 1966)
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decisions. Following a presentation of data concerning the triggering

cucs, three phases are identified: the first is the initial search
and definition of the question, and ithe second is the decision period
itself including the collection and evaluation of infcrmatioen. In
Chapter V1, the third phase - that of planning and executing the con-
version to EUP is discussed, followed by Juiz on management's post-
evaluation of the change to EDP,

Based on the field results presented in the two previous
chapters, a describable decision process model is outlined in Chapter
ViIl.

The purpose of Chapter VIII is to bring together the behavioral
concepts outlined in Chapter II, with the results of the field study
{Chapters V and V1) and the describable model developed in Chapter VII.
It includes a summary of the results organized according to the major
elements considered. In the final section of the chapter the concepts
of the Cyert and March theory are examined in light of the field results
and the appropriate conclusions are drawn.

___ . ..The final chapter in the thesis includes a discussion of the
study's implications together with an cutline for future research and

the conclusions of the study.

o i e e
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IT. BEHAVIORAL DECISION THEORIES

The purpose of this chapter is o summarize the main ideas
in the relevant jiterature of decision making and change, and identify
their importance in the decision to automatc in an organizatiou. The :
approach taken is to start with the general principles of decision
theories and narrow the subject down to the specif{ic decision to i
a.tomate,
The first section discusses the development toward a behavioral
approach to decision making, and the choice of the Cyert and March
benavioral theory of the firm as a framework for the analysis. The
main principles of the Cyert and March theory are reviewed in this
secticn. The second section concentrates on the decision to introduce
change. 1t reviews the elements involved in such a decisicn, and examines
the available literature on the specific decision to introduce automation

into the organization.
A. The Behavioral Approach to Decision Making

1. The movement toward a uniform theory

In the conventional theory of the firm, there was no attention
given to, nor interest taken in, the actua’! process by which individual
firms, or executives, veach their decisions. The assumptions of

rationality in the theory were reduced to two propositions: a) Firms
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seek to maximize profits, and b) Firms operatc with perfect knawledye.

(Cyert & March, 1963, p. 8) Up to the last 10-15 years, whenever the

question of how a decision is made came up, the textbook answer would
i rely heavily on a '"rational-comprehensive" approach where the decision '
waker molds all his behavior into an integrated pattern by:
; a. Viewing the behavior alternatives prior to the decision
in n panoramic fashion.
Considering the whole complex of consequences that would
r follow each choice.
: ¢. Singling out one from the whole set of alternatives with
the system of values as the criterion. (Simon, 1957 p. B80)
In the last two decades many writers of organizational theory have
questioned the practicality of the above approach and its usefulness
in describing real decision processes in organizations. The new move-
ment rested on a few simple propositions:

a.

Individuals do not attempt to maximize utility but seek to

achieve alternatives that are 'satisfactory." A satis-

. _ .. ... .. _factory alternative is one that satisfies the "level of
aspiration."

The level of aspiration changes over time, going up when

achievement goes up, coming down when achievement comes

down. It adjusts upward faster than downward.

E ¢. If tae individual sees an alternative that is satisfactory,
he will not search very vigorously for additional
alternatives.

This approach simplifies the whole prccess of decision making, reducing

it to the principle of "marginal satisfaction of the decision', and
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applying the principle of limited rationality to the process. This

principle is also known as that of bounded rationaijty:

Behavior is rational within certain limits...By utilizing
the principle of bounded rationality it i; possible to
explain why the perceivers, alternatives and the perceived
consequences of cach of these alternatives have the content
they do rather than to take them as given...

The behavicral theory postulates that, because of the
executives' limited capacity and the exceedingly complex
world he faces in the organization, his decision making
represent: a somewhat incomplete process...

He has a subjective, simplified view of the decision situation

that can be called his definition of the situation. The

elements that make it up are the results of the psychological

and sociological processes involving the executive. (Howard,

1963, pp. 23-24)

The drawback of the simplified approach to decision making is
that it gives only a limited understanding of how and why a decision
is made. This is especially true in complex situations for which we

lack adequate knowledge of the processes that are involved in decision

making. It becamc necessary to define certain characteristics of

. _decisions, and based on those characteristics;rtoféxamine7£ﬂé process

involved in making the decision. A set of five general factors has
been formulated, within which numerous theories and approaches were
developed dealing with the steps necessary in making a decision.
(See Appendix A} The five factors are:

1. The sct of possible alternatives.

2. The set of behavior alternatives actually considered.

3. The set of possible outcomes.

4. The decision maker's pay-off function.

5. Information about the correspondence between the alterna-

tive course of action and the possible outcomes. (Cohen

& Cyert, 1965, p. 324)

R
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One way to oxamine a decision is to identify the above factors
in the decision and review their impact on the process. Another way
to look at a decision is to examine the approach taken by the decision
maker in solving the problems he is facing. Several approaches are
open to him. They inciude: relying on previously used methods and
ic:hniques to solve the problem; copying previocusly used solutions; or,
viewing the decision as a new one requiring a systematic approach,
considering the problem for its own merits, and following an organized
procedure until a solution is discovered and accepted.1

Up to this point, little has been said about what influences
the decision and the decision maker or, using Drucker's (1967) words,
“what 'makes' the decision." In the most simplified way, the decision
maker wants to arrive at a ''good' or ‘'correct" decision. This should
be done by relying on two parameters, the first being the GOALS he tries
to accomplish and the second being the FACTS supplied in the irnforma-
tion. But the minute we introduce normative concepts of ''good'" or

“correct' decisions, we have to consider more than two parameters,

and thus we move from the concept of fact to the concept of value or,
as Simon (1957) puts it, 'the decisions have an ethical as well as a
factual content." (p. 46)

The scarch for a more complete understanding of the process

will lead to the introduction of two more influences, in addition to

goals:

1For further discussion see Giuseppe di Roccaferrera (1964, p. 2-3)
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1. The perc-pticns involved

2. The flow and network of communications (Howard 1963a, Ch, 3)
These two, when combined with facts, help to formulate the EXPECTATIONS
which, in turn, together with the GOALS, result in a CHOICE procedure
in response to a problea. 1In Cyert and March's behavioral decision
theory, the three variables form the exhaustive variable categories

which are one of the major organizing devices of the theory.
2. The Cyert and March Behavioral Theory

With the negligible amount of empirical data available on
decision making in small organizations and, specifically, on the
decision to automate, it was found necessary to rely on one major
behavioral decision theory in the analysis of the decision to use
automation in small banks. The Cyert and March (1963) theory was
chosen for two reasons. The first is that the theory is one of the
moce complete cnes and, at the same time, not too complicated to
beccme impractical for use in field research. The second reason

——-——-——— —is-that -there is a challenge -involved in applying it to the type of
study presented here. It was initially applied to large complex
organizations (Ch. 1), to quantitative types of decisions, and to
repetitious decisions. At the same time the authors mention a wide
range of other cases where the theory might apply pending further
examination. The principles of the theory, which was developed ori-
ginally as a descriptive one, but carried within it also normative

. suggestions will have to be modified to fit non-repetitive decisions

and small organizations where many of the variabies cannot be quantified,
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in order to integrate the principles of the theory into the
decision model described in Chapter VII, the two major organizing device.

of the theory are summarized below. Each onc will be examined in Chapter

VII1 in regard to its application to the decision process model outline

in Chapter VII.

1. The Exhaustive Variable Cntegnricsz

a. Two sets of variables affecting the goals of an organiiation,

1. The set that influences the dimensions of the goals
(what things are viewed as important}. This depends
on the composition of the organizational coalition,
the organizational division of labor in decision making,

and the definition of problems facing the organization.

2. The set influencing the aspiration level of any partic-

ular goal dimensions. This depends on the organiza-

tion's past performance of other "comparable’

organizations,

1. The set influencing the process of drawing inferences.

2. The set influencing the process by which information is

made available to the organization, particularly those
affecting research activity within the fimm.

c. Two sets of variables affecting organizational choice.

1. The set influencing the standard decision rules. This
depends on the past experience of the organization and

the past record cf organizational slack.

%por further detail see Cyert and March, 1963, p. 115-116.




e e e

LF}

The set influencing the order in which aliernstives
are considered. This depends on the part of the
organization in which the decision is being made

and past experience in considering alternatives.

. The Major Relational Cuncapt53

a. Quasi-recsolution of conflict which emphasizes:

1. Goals are independent constraints imposed on the organi-

zation by the members of the organizational coalition.

[

Lucal rationality dealing only with a limired set of
problems and a limited set of goaly.
3. Acceptable-level decision rules, which reguire local
optimizaticn hy a series of independent decision centers.
4. Sequential attention to goals, which ielps to resolve
cenflict among goals, in part, by attending to different
goals at diffevent times,
b. Uncertainty avoidance which emphasizes:
A. Feedback-react decision procedures, which assume each
problem is solved only as it arises.
2. Negotiated environment among firms aimed at eliminating
uncertainty.
¢. Problemistic search, which assumes three things:
1 The search is motivated and is problem-oriented.
2. The search is simple-minded in the sense that it

reflects simplc concepts of causality.

3For further detail see Cyert and March, 1963, p. 116-125,
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3. The sesrch is biased and reflects: special training
or experience, interaction of hopes and expectations,
and communication biases reflecting unresolved con-
flict within the organization.

Organizational learning, which emphasizes:

1. Adaptation of goals as the function of: Previous
goals, organizational experience with respect to
the previous goals, and experience of comparable
organizations with respect to the poal dimension
in the past.

2. Adaptation of attention rules by learning to scrutinize
some criteria and ignore others and by learning to
devote attention to some parts of their comparative
environment and neglect other parts,

3. Adaptation of search rules buased on learning experience

and c.anging environment.

B. The Decision to Change

1. The elements involved

This study is concerned with one type of decision only - the

decision to introduce change in the small bank through the introduction

of automation. Using Simon's (1965, p. 62) classification of decisions,

this decision can be viewed as a one-shot, ill-structured, policy

decision.

But it involves more than that The introduction of the

conputer is a major change in any organization and should be viewed

as such.
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When managers speak about change, they usually refer to it as a

decision to improve, and as Lvo Moore (1958) stated:

state that they are 'for' iaprovement. They go on tg show why by

enumerating such reasons as competition, growth, progress, survival

and such personil considerations as advancement, dovelopwent and

prestige.” (p. 75) Moore continues by statiang throe swin require-

wents for implementing change or improvement,

1. All munagers must first be concerned with developing and

maintaining a philosophy of improvement centering around

the problem of attitude in managers and their people.

Every manager must thon use a procedure designed to
implement the improvement attitude and philosophy in
everyday practice.

3. The final step in the process is the establishment of an

improvement program, which should be designed around

communication and motivation and be aimed at the accom-

,,,,Awgf4--piishment’6f’dgfeéd-dﬁ’bbﬁéitives. (p. 5857
Following this approach it is necessary to bring together the
economic and social elements when a behavioral model is examined. In
the present study, three groups of elements influencing the decision
maker are examined and their impact on the decison process is evaluated
in Chapter VIIiI:
The Technological Elements

The Economic Elements

The Organizational Elements

‘Managers flatly

b g e e ¥ s 4T
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the persons responsible for the decision to automate in a
small bank are assumed to have very little or no technological
knowledge with respect to automation. They have to rely almost
totally on the information supplied by the seller of the equipment
or the service, and must depend on the iatter to explain to them
the technical aspects involved. Therefore, until they learn more,
they take for granted the techrical information furnished to them.

The economic ¢lement usually receives the most attent:on from
the decision mukers. Until recently it also used to be one of the
more important "sales pitches' of the computer salesmen. This became
evident when we interviewed bankers who made their decisions to
automate 3 - 3 years ago. Since then, many computer salesmen have
shifted much of their sales efforts from the grgument that cost-saving
is the primary advantage of automation to that of it being only one of
several benefits. To the smail banker, the immediate cost invelved

is still an important issue and he wants to know how much it will cost

~— ~“him in start-up cost and, afterwards, in operational costs. The economic
cost involved in the automation of the bank can vary significantly,
depenuing on the type of automation achieved and its role in the bank;
but when a bank considers automation, the decision cannot be based only
on dellars and cents figures,

The orgunizational elements can be broken down into two major groups:
social and political. The bank is a social system where the employees
spend a considcrable part of their day and, the job provides them with a
degrec¢ of security within the system. An important change, such as the
introduction of automation, might therefore have considerable effect on
their morale, dedication to their work and the organization and, in turn,

their efficiency on the job.
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Every organization is also a political system where the power is
distributed among members according to their level in the organization,
location in the structure, status, leadership qualities, and their
relationship with others in the orpanization, A small bank might not
have the formalities of s large organization, but the power structure
exists nonc the less, The introduction of computers rcquires new
types of knowledge, changes in the communication patterns and, often,

re-allocation of the power structure.
2. Studying the Decision to Automate

Several years ago, Mann and Williams (1960) observed that the
changeover to electronic data processing is different from other types
of change such as model conversion in an automobile plant, turn-around
in an oil refinery, or the starting up of a new plant. There can be
no stock-piling before suspending operations; there is little or no

opportunity to make trial runs of new systems without the continual

~ - maintenance of the older system. (p. 221) Therefore, they suggest

that it might be useful to identify seven different phases in the
sequence of a change-over to EDP; 1) relative stability and equilib-
rium before the change, 2) preliminary planning, 3) detailed preparation,
4) installation and testing, 5) conversion, 6) stabilization anag

7) new equilibrium after the change. (p. 221-222)

For each of the above phascs, the decision maker has to be
prepared to face the social, economic and technical problems involved;
otherwise, he faces the same danger pointed out almost a decade ago.
"Where, as has frequently happened, the resulting work organization

has failed to satisfy the social and psychological needs of its

e Y e
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members, their attitudes or task performance have inhibited  he full
realization of technological potential and lowered r ~ 'nctivity."
{Rice, 1958, p. 4)

On the specific subject of the decision o au  “te, at
least two direct studies have been made. The first was Jirected
by Ernast Dale (1964) in the early sixties. The study covzred 32 com-
panies, three of which were banks. All of them were chosen be.anse of
their leadership ir size, profits, progressive attitude and the author's
tamiliarity with their:industries. llis main hypcthesis was . at, due
to the large investment involved, the consideration of comp''ter use may
be treated as a possible area of systematic decision making. The study
emphasizes the reasons for going on computers and the outccizes of the
corversion, and concludes that 'the process of deciding on the invest-
ment in a computer is becoming highly rational from both an e:zonomic
and a technical point of view, at least when compared to many othew

business decisions.'" (Dale, 1964, p. 14) Several limitations of Dale's

first place Dale's study concentrates only on large firms which utilize
system groups within the organization to investigate and promote the com-
puter. The situstion varies significantly in the small bank which lacks
this type of group. The study also pays little attention to the specific
process of making the decision, and to the forces and factors active in
the decision process.
A second study aimed directly at the decision to automate was
sponsored by the United States Department of Labor-Management Adminis- !

tration (1966) and was conducted by a team of researchers in the

| e ——— - § S m e

i
H
i
F
!
H
H
M
H
i
i




4 v e m—

Stantord Research Institute, California, during latec 1963 and early
1964. This study covered scven companics, two of them large bhanks,
and had two major objectives:
1. To determine what factors influenced managerial decisions
to automate in sclecicd <ases; and
2, To compare the expectations and cffccts of automation in
the selected cases, particularly as they affect the work
force. (p. 1)

As in the previous study mentioned, the subjects studied were large com-

panies, and the results have only a limited application for small companies.

Both studies emphasize the economic and technological issues, and
little or no attention was given to the social and political-issues
involved. The research methods in both studies consisted of interviews and
examinations of writter records, which were supplemented in the second
study by written questionnaires.

In two recently published studies the issue of the decision to
automate reccived special coverage. The first one by Mohammed Hamid

- —————was mainly concerned with price and output decisions in the computer in-
dustry, but did devote one chapter to the buyer's decision-making process
(Hamid, 1966, Ch. V). Based on information from sources in or closg to
the computer manufacturers industry, he identifics two mejcr motives of
a potential customer for getting interested in EDP. The first is the
cost feasibility and the second is summarized under intangible motives
such as: ease and speed of information gathering, R § D, prestige, etc.
. The decision concerns itself with only two major questions:
1. Shall the computer be purchased or rented?
2. What is the appropriate computer model in view of the

buyer's general nced? (p.87)
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Likewise the selectis: mechanism is narrowed down to two

instruments only. The first is to hire s consulting firs to make &

NI S e

study and recoamend a course of action, and the second is to set up
the buyer's own group of experts selected from members of the firm T
who have the knowledge and skill to make a computer evaluation,
Finally, the chapter concludes with the following proposition:
(a) The “Price-Performance" criterion provides the primary
guide for the buyer's decision: sales promotion efforts of
the seller and his prestige influence the buyer's choice;
{b} the bidding-by-manufscturers procedure aids the buyer
in making his decision, but does not necessarily produce an
optional solution. {p. 99-100)
While this study's main interest lies asinly in the economic
aspects of the buyer's decision and its effect on price and quantity,
it is felt that by neglecting almost all aspects of the process except
the economic cnes, the process becomes over-simplified, As a result,
even though the author suggests a decision-making model of an organi-
zation in the process of purchasing a computer system, the model

does not contain enough elements to be representative of the process

involved in actual decisions.

The second study by Boris Yavitz deals specifically with the
impact of automation in commercial banking. The study is defined
as a case study and conceptual analysis and devotes one chapter to the
individual banks!decision to automate (Yavitz, 1967, Ch. 3). As in
the previously mentioned study, primary attention is given to the
formal feasibility study and the economic and techwi.ai elewents ~f the

decision to automate. Only once are the management aspect and management




g e

g

—d

o o s

role in the process mentjoned. The focus is on the question, "'On

what basis was the final decision made?' rvaticer than, "low was it

made and what influenced the process?”

Several other studies which were directed toward the impact
of computers in general had some observations about the injtial
decision to acquire automation; but for the most part, the decision

process was only of minor interest and the findings dealt mainly with

economic-technalogical effects.4

4 . . . . .
The reader interested in such studies might refer to the following

books: Conway, Gibbons, § Watts, 1960; Rico, 1967, Sanders, 1966;
and Gallagher, 1961.
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f11. THE SMALL COMMERCTAL BANK

The main purpose of this chapter is to supply the reader
with & better understanding of the industry being studied. The
chapter consists of two major parts. The first outlines the economic
and organizational characteristics of the industry as a whole and
specifically the individual bank. The second part explains the needs
for automation in the banking industry, and the state of automation
development in banking. While the first part mainly coasists of
background information, the second part leads directly to the dis-

cussion of the decision to automate in the individual bank presented

in Chapter V.

A. The Banking Industry

~ The main focus of this study is on the bank as a businesss — — -

enterprise rather than as a creator of money or a tool of monetary

policy. In order to give a better understanding of the impact and
importance of EDP for the industry and the commercial bank, this
chapter will review five areas.

1. The sérvices offered by the commercial bank.

2. Developments in the banking industry.

3. Structure of the industry.

4. Organization and characteristics of the small bank.

5. The bank's financial structure.

24

Mk Ll M bk . mea

ok 2B




ey

25

TABLL 3.1

POSSIBLE SERVICES OFFERED BY THE COMMFRUIAL BANK

t. Jraditjonal Banking Services

1. Demand beposits Regular Accounts
Economy Accounts

¢. Commercial Accounts

> 2

i
o

2. Time Deposits a. Saving Accounts
b. Time Certificates
¢. Various saving programs
(Christmas Club, etc.)
3. Loans a. Commercial
b, Installment and personal
¢. Mortgages
d. Revolving Credit
e. OQthers
H
4. Investments
5. Trust Accounts
6. Safekeeping
7. Transfer and Corrcspondent Scrvices a. Domestic
b. International

L4 l. Otherfervices — ——— ~— —

8, Credit Cards*

9. Accounts Payable and Reccivable
10. Billing and Collection Services*
1l1. Payroll Processing*

12, Accounts Reconcilement*

13. Scheduling®

14. Travel Services
15. Insurance Services

16, Others

*Those services arc, for the most part, a function of the availability of EDP.
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1. Banking Services

The banking industry is presently a service industry whose
services can be divided into financial and non-financial ones, In
the past, the financial services were emphasized, and the major
principle guiding traditional banking was that the individual bank
should get outside funds and put them to work safely and profitably,
The in-stream of funds was, for the most part, in the form of de-
posits while the out-stream was in form of investments and loans,
Table 3.1 outlines the traditional banking services, and also lists
some of the other services offered nowadays by commercial banks.
Many of the new services are a direct result of increased competition
between banks and other financial institutions, as well as the avail-
ability of new tools such as EDP.

Although some variation from one bank to another exists in

the number and depth of services provided, the banks, through the

. services they provide, have -a-major economic function—in the community

where they operate. The bank has a significant role in providing the
mechanism for members of the community to execute their business and
monetary needs. At the same time most banks are also active in the

further developing of the business structure and the community.

2. Developments in the Banking Industry

a. Numbers and Outside Competition. At the end of 1966,

there were 14,291 banks in the United States (F.D.I.C., 1967, p.4).
The large majority of them (13,784) are commercial banks, which by

law are allowed to offer all available types of banking services.
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They are often referred to as the "Full Service Bank.' The remain-
ing 507 institutions are mutusl savings banks which are restricted to

providing saving spplications and services rclated to saving, such as
life insurance, safe deposits, etc.

The financial system in the United States, of which the
commercial banks are 2 major segment, changes constantly with the
appearance of new financial institutions and thc change of char-
acter of existing institutions. In addition to competition from
mutual savings banks, the commercial bank faces stiff competition
from a variety of financial institutions including: Credit Unions,
Savings and Loan Associaviuns, Personal Finance Companies, Sales
Finance Companies, Industrial Loan Cowpanies, Money Order Companies
and others. Industry people are often warned that unless they
adapt to change quickly and adequately, they will inevitably lose
their share of the total market. To some extent it has already

happened to commercial banks as indicated by Professor Robinson:

. ———— —At—the opening of the twentieth century com-
mercial banks were, by a very wide margin, the
leading financial institutions in the United States.
Whether measursd by size or by the qualitative inm-
portance of the financial services they rendered,
they were considerably more important than all
other types of financial institutions combined,
Since that time, commercial banks have grown, but
thzy have not grown as rapidly as other financial
institutions. Commercial banks have lost somewhat
in the competitive race. A number of other types
of financial institutions are now enjoying a con-
siderably more rapid rate of growth. (Robinson,
1962, pp. 21-22)

b. Changing Trends. An important reason for the incrcase

in the supply of financial-banking services has been the drastic
change in the demand for banking services. From an institute for the

rich members of the community and business world, the bank has changed
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to an institute catering to all segments of society. This is especially
true of the small bank, which found it difficult to compete effectively
with the large banks for the big business accounts and thus had to con-
centrate on the smaller accounts. At the same time some resedrchers
observe an increase in the sophistication of beth individuals an
corporate managers which puts pressure an the banking industry to
increase and improve services. (Yavitz, 1967, p. 6)

Stiffer competition und the incresse in demand for banking
services resulted in a sharp increase of the number of commercial
banking offices as can be seen in Table 3.2, At the same time
the nuaber of commercial barks in the United States has declined
sharply from its acme in the early 1920's. The decline in the
number of banks before the mid-1930's was largely due to business

failures which resulted in the banks' closing. Since World War 11,

TABLE 3.2

PEOPLE AND BANKING OFFICES* 1955 - 1965

“NUMBER
.} QF e [
BANKING POPULATION PEOPLE PER
YEAR OFFICES (in 1000) BANK OFFICE
1965 29,736 193,795 6,517
1940 24,103 179,992 7,468
1955 20,818 165,068 7,929
PERCENTAGE
OF CHANGE
1955-1965 +42,83 +17,40 -17.81 ‘
1960-1965 023,37 + 7.66 -12,74 J

Source: NASSB, 1967, pp. 137-139

e e

ke e e kit




_ . —

the decline in the number of banks has been relatively <)o, with
the number of commercial banks decrcasing from 14,183 in 1948 to
13,784 in 1966, The decreasc in the last several years was due
mpinly to mergers. While the nusbor of banks decrcased <iightily,
there was dn cnomaous increase in the mmber of branchos oponcu
since World War 1l (see figure 3.1}, In 1966 alonc, 1,159 new

branches opened their doors to the public while the totzl number

PO (R ST P ST

of banks decreased by 33, This trend of opening additional branches,

———

at a yearly rate of 10.1 percent since 1961, paralled the
move into the suburbs and the increase in services of banks, Yet,
the biggest change in banking was not the change in the absolute num-
ber but the shift in the nature of operations.

Traditionally, commercial banks concentrated un demand deposits
as the main source of funds, and prior to the 1960's, non-bank insti-
tutions generally enjoyed a distinct advantage over comuvreial

banks in their ability to attract savings, hy being pernitted

to/gfxghighgggiggg!gggrgggg;ig,ig,1255441hisgtrcnd—startedﬂtorA'f*/"‘*"*”’”'*‘“"‘*
T change and commercial banks put increasing efforts in ettracting
}' time and savings deposits, Today these deposits are almost
’ equal in size to the demand deposits (sec Table 3.3). 1h~ trend
|

! was a result of both the increased competition and the ircreased
1 sophistication of depositors who tried to gct a higher vseturn
for their money. As a rosult, banks which now had tv »a intercat
on a large portion of their funds felt increasing pressures un
. their earnings ratio and were motivated to find more efficient

and profitable uses for the funds (sec scction A5)
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FIGURE 3 )

GROWTH OF BANK OFFICES, BANKS AND BRANCI'ES
07 (OMERCTAT_BANKS 1045-1966
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3. Structure of the Commercial Banking Industry

a. Type of Charter and Suncrvision. Banks must get a

charter in order to operate, und they can choase on¢ of two types.
Since the passing of the Naticnal Banking Act in 1894 . they can

1) seek a national charter, or 2) apply for a charter from the
state in which the head office is to be iocated. (A.I1.B., 1966,
p. 303)

Close to 65 percent of the commercial banks in the United

States are state banks. The size of an average state bank is less than

half the size of a national bank, As a result, the state banks

own only 4z percent of the totai commercial bank assets (Table 3.4).

At the present time,

The essential difference between National and
State banks is that State bar"s have retained a
choice, an cption, in accepting federal regulation.
This choice is a State bank's desire to join the
Federal Reserve System or to operate with Federal
Deposit Insurance. Some Statz banks have elected

to become Federal Reserve member banks; others have = _ _

not, but have elected to operate with insurance;

and a few State banks have elected to operate with-
out insurance. However, all State banks--regardless
of what form of federal regulation they have ac-
cepted--are required to be chartercd and regulated
by their respective state authorities. (NASSB, 1965,
p. 5)

The above statement presents a simplified view of the actual
complex pattern of bank supervision which is described in the
following paragraph:

Mational banks are subject to the rulings of the
Comptroller of the Currency, the Federal Reserve, and
the F.D,1.C., and in certain matters such as branching,
they are subject to the appropriate state laws. State-
chartered member banks come under the jur.sdiction of
the Federal Reserve, the F.D.1.C. and one of the 50
state banking commissicners; insured non-members are

1
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regulated by the F.D.1.C. and the states; the few hun-
-~ non-insured banks are subject only to state regu-
ations., Finally, the United States Justice Department
is concerned with the merger of any banks which raises
questions of monopoly under the anti-trust acts, and
the Securitvies and Exchange Commission has jurisdiction
over certain investment practices., (AlB, 1966, pp. 323-
324)

Over the last 11 years, state banks had considerable less growth in
their assets and deposits compared to the rate of growth of all com-
mercial banks (see Table 3.5). This had an effect on the relative

size of the banks anc will be discussed in more detail]l below.

b. Size of Ccmmercial Banks. An accepted measurement

of the size of banks is the deposit size. Although there are

as many as 13,784 coms ercial banks in the United States, 9,658
of them account for i-~ss than 12 percent of the total assets and
deposits (Table 3.6;. These are the banks with total deposits
of less than $10 million, The top 722 banks in the country ac-
count for 71.4 percent of total assets and 70.3 percent of the

deposits. The present study concentrates on the middle size

group of close to 3,000 banks between the sizes of $10-50 million
and in section A.4 the general characteristics of these banks are
discussed.

As one might expect, the innovation in the EDP area started
among the larger banks which had begun to experiment with auto-
matic data processing in the early 1950's, and today all the banks
with deposits of over $500million and over 95 percent of the banks
with deposits over $100 million use some t;ne of EDP services.

(see Table 3.12) Smaller banks were slower in adapting computer
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services and, for the majority of them, the transfer from conven-
tional equipment to EDP still lies ahead, While the smaller banks
(under $10 million) can, in many cases, afford to postpone their
decision to automate for the time being or simplify it considerably

by limiting it to demand deposit only, the banks between $10-50 million
arc feeling the pressure of paper work. It is expected that over

the next five years 45 percent of them will switch to automation

of one type or another.

c¢. Unit Versus Branch Banking, Only a few years ago it

would have been common to read in a text book dealing with banks
the following statement:

The business of banking in the United States is
conducted to a considerable extent by unit banks, that
is, by banks the physical location of which is limited
to one site. Branch banking is practiced in a certain
number of states and urban areas, but nevertheless,
unit banking is the most common form of bank organization
in our system, (Robinson, 1962, p. 8)

While the majority of banks in the United States (75.87 percent)

. are still-unit banks without branches, the trend is changing rap-

idly as can be seen in Table 3.7. The percentage of banks operating
branches increased from only 8.25 percent in 1945 to 24.13 percent

in 1965 and continues to grow, This becomes even more significant

if we remember that only 16 states permit state-wide branch hanking,
and 17 additional states permit a limited branch banking, while 17
other states, including most of the midwest, permit only unit banking.
Another limit on branch banking is the long procedure required for
getting permission to open new branches from the national and state

supervisory authorities,
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Still it iz evident that the mumber of banks with branchas
is increasing, which in turn has a direct effect on operations and
the use of ED.. A latter part (section A.5) will emphasize
the pressure on bank managers to utilize the funds they have in
an opiimistic way, which in turn pushes Fhen to centralization
of operation and fund handling where the computer becomes most
helpful.

d. Location of Bank. As one would expect, most of the

larger banks are located in or around the big cities. Of the
small banks under $10 million the great majority are in states
permitting only unit banking or limited branches, and, for the
most part, are located in small towns or villages. The banks
between $10-50 million are located mainly in small towns or sub-
urbs of large cities, although a considerable number in this size
group can be found also in larger cities, particularly on the
West Coast. The distribution of the banks included in this study
is given in table 3.8.

‘There are four main influences resulting from the location

of the bank.

1. Influence of seasonal fluctuations, which can effect
the demand for loans, size of deposits, amount of
paper work, utilization of manpower and equipment.

2. Influence of business cycles which is felt specifically

in areas where the econory depends on a limited numbe;

of industries and employers.
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TABLE 3-8

LOCATION OF BANKS INCLUDED IN STUDY
BY AREA AND TYPLE OF COMMUNITY

.

Area Location
Type of Community® | East Midwest West All
Small Town-
Industrial economy - 3 5
Small Town-Mixed
Industrial §
Agricultural
Economy 6 - 8
Suburban 2 2 3
City - 4 S
All 8 9 23

*As described in F.D.1.C. reports

3. Growth potential of the area, which effects

future planning and expansions.

4. Competition from other banks, which depends on

the size and nusber of competitors compared to

the economic potential of the area, and the

aggressiveness of the other banks in getting

more business.

In Chapter VI these influences will be further considerdd

when examining the results of the field study.
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4. Organization and Charscteristics of the Smali Commercial Bank

The following are some of the characteristics of a small
vommercial bank., They will vary, of course, from one bank to another,
but they are typical of the large majority of banks included in this
study.

a, Ownership. Three major type§ of ownership prevail among
small commercial banks. The firsﬁ is family-owned banks where one
or two families control the stock of the bank., In most cases, members
of the family will actually act as chief executives in the bank, al-
though in some cases executive positions are held by prcfessional
management not related to the owners. The second form is a holding
company which owns several banks in the area or state. This form of
ownership is popular in several states where unit banking or limited
banking exists. The third form is diversified ownership where no
single group or individual is in control of the majority of stocks.
Banks which opened in the last few years tend to have this type of

ownership. Table 3.9 gives the distribution for the banks included

TABLE 3-§S

OWNERSHIP OF BANKS PARTICIPATING IN STUDY

Majority of stock owned by one family 6
Majority of stock owned by directors 1

Public owned - no single stock holder
with more than 10 per cent of stock 14

Owned by a Holding Company

~N
L7 I N

Total
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The owners are represented in the bank through the Board of
Directors whose eclection, terms of duty and responsibilities

are also subject to examination by the supervising agencies.‘

In most banks participating in this study it was discoverad
that the role and influence of the Board of Directors us a group

on developing EDP in the bark was rather limited.

C A et g G R

b. Organization.

1. The total staff in a small bank usually ranges

- 5

from 30 to 120 people, depending on whether or

o o

not the bank has branches, and if so, how many.
The average number for 1965 (not including part-
time or maintenance people) was 49.2 employees

including an average of 9.9 officers. (F.D.l.C.,

= ar—

1966, p.157)

2. In addition to the top executive officers, senior

management includes one to three senior managers

_ who supervise the operations and loan functions.

RN SR TIR L T R N

Just under this level, there are four to fifteen

junior officers, some of whom have purely clerical

or line functions, having received their titles

ORI

E in recognition for long service.

" 3. There is little specialization among officers
‘ and most of them are required to know the oper-
ations of all the services offered and to be

able to fill in for each other. 3

1 detailed description of the functions and responsibilities of

bank board members can be found in Reed, 1963, ch. 2.
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4. The atmosphere and working conditions are less
formal at all the levels below the top executive

officer.

W

The operation officer, who is usually a meiber
of the senior management, and his assistant, if
he has one, mske the operatiocnsl, diy-to-day
decisions. Senior officers discuss policy de-
cisions informally, often reaching decisions
with little or no documentation.

6. The bank operations involve a lot of repetitive
work, which requires accuracy and speed in pro-
cessing data.

c. Personnel.

1. In most banks, the great majority of clerical
workers and tellers are women with little or no
ambition to advance to management positions.

“2. In a study of bank employees, Chris Argyris found
that many of them prefer to work in relative
isolation and to have a great deal of control
over what they do. (Champion and Dager, 1967,
p. 99)

3. A recent study describes bank employees as:

...typically submissive, particularly among
the female staff. Strikes, slow-downs, and
similar erratic behaviors of union members
and other employee organizations are rare if
not unknown within the banking systems.
However, rosistance can take other
forms--distrust of bank management, a lack
of cooperation, a tendency to become sloppy

and inaccurate in the performance of a job,
(Champior and Dager, 1967, p. 100)




4. Many of the older employeces had no college edu-
cation, and thc levels of salaries in the small
bank were low as comparcd with those in other

| industries and businesses. In rccent years,

salaries increased steadily and although a gap

; st1ll cxists betwecn salaries in banking, espe-
cially in the smaller banks, and other service
organizations, it has been decrcasing slowly.
(Yavitz, 1967, Ch. 2)

5. The line of prugress for management used to he
from clerical jobs, through teller lines, to
supervisory jobs, and finally to ~anagement jobs.
Most would start working immediately following
high school graduation, or junior college, and
would take many years to reach management levels,

6. Officers tend to view themsclves as having a life
tions, it would usually be to another small bank.
At the same time it is not uncommon for officers
from larger banks to move into posit.ons in smaller
banks.

7. Bank employees, especially top management,

are iypically long term, permanent citizens of

their community, and are reluctant to change

communities.

M e B b b e T T

L i, v KT P R AR B e ol R ad s Nt o S :i:m-nT N B AT A S T TN A o ) Hi PR R -, BT bR S B eh M B s




e

d. Role an Community.

1. The emall banker ysually Fnowse hic commynity,
and the tie between a bank and 1ts trade ares
is very close, Moreover, a considerable amount
of customer relationships are based on personal
knowledge of the customer.

2. The top executives of the bank especially in
small communities, are respected citizens who
often have influence in community affairs.

3. ‘The top executive officer, with the exception
of those in banks owned by holding companies
or by larger banks, is usually an individualist
who is proud of his bank and its position in
the community. He wants to keep his bank inde-
pendent, and usually has some ownership interests

in the bank.

5. The Bank's Financial Structure

a. Assets and Liability St. ucture. Commercial bank earnings

are the result of the size and type of assets held, the return on
these assets, and the charges imposed for performance of various ser-

vices The two major groups of assets are loans and investments in

government papers or other securities. Table 3.10 indicates
that in banks of the size between $10 million and §50 million

loans amount to close to 50 percent of total assets which is

less than the average for the industry as a whole. Loans made
by banks of this size are usually small to medium size, and while

the larger banks compete heavily in this category of loans, the
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law and regulatio

smaller banks present only an insignificant competition to larger

banks in the arca of big loans of over $100,000. The result is
that the small bank usually has a relatively large number of in-
dividual loans on its books, which are subject to small payments

and an increasing amount of paperwork. Increased competition in

the atea of small to medium-size loans and close supervision from

regulatory agencies with regard to bad loans should push the btanker

tc try to achieve better analysis of the demand for loans and

evaluation of potential customers. MHerc, records about individual

customers, personnel knowledge, and analysis of trends in the trade

area can be very helpful., while in the past, personnel knowledge
used to be the main source of evaluation, increases in volume and
number of loans push the loan officer to rely more on written
records and organizational memory, an area in which the computer
is most cfficient.

In the arca of other investments banks are restricted by

invested, but nonectheless, they still have to muake periodic
decisions as to how much, in what and when to invest. In the
small banks the volume usually does not justify doing their
own rescarch on those questions and, therefore, the computer
is expected to be of little use in this area to the small
bank, which will usually rely on the consulting services of
the correspondent bank or an investment compaiy.

Fixed assets have always been a minor item in the assets
composition of commercial banks (see Table 3.10) although it has

been increasing slightly over recent years with the move to open

n as to the papers they can invest in and arounts
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" in Table 3.10 and is emphasized in the following statement:

addit yanat hranches und rency e existing faciisiion {(Purel &
Vaughan, 1967}, Supervising agencies keep a clase eye on any
spending for fixed assets, and as a result, bankers prefer to
lease rather than purchase equipment such as bookkeeping machines
or computers. A typical example is one of the cases in this <tudy
where the president of the hank preferred to purchase the computer,
feeling it would have tax advantages, but decided, finally, to lease
it in order to avoid questions and pressures from the supervising
agencies., Decisions on major investments in assets or commitments
of assets of any type usually require an approval of the Board of
Directors. As a result, even in banks where the decision to use
EDP services is considered an operational one, the Board is likely
to be consulted or at least informed.

As indicated earlier, the main source of funds in the com-
mercial bank are deposits which amount to siightly over 90 pcrcent
in the smaller banks. In recent ycars the drive has been to

increasc the saving and time deposit portion, as can be seen

Commercial banking has intensified its
competition for peoples' savings. WNot only has
this resulted in higher rates of interest paid,
and thus the need for higher yields on loans and
investments, but it has led to the development
of new tools. The credit card is one. Another
is the Time €D (Certificatc of Deposit), actually
an old 'tool' being put to grecater use. (NAASB,
1967, p. 159)

Banks are very conservative in issuing new stock and
since 1951 over 80 percent of the increase in capital was due
to incrcase of retained earnings rather than new stock issues.
This happened for several reasons which were summarized by

Professor Reed:
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the ameunt of stock issucd by sBail banks, the
cost ¢f camplving with regulations, and the amount of
activity in taese stocks prohihit their heirg registered
on natiensl cxchanges, and cven the cust of distributing
stoch in over-the-counter markets may he quite svhstantial,
Another important reason far the reluctance of banks to
issue commun stock is that the lssuunce of new stock may
not materially increase their earning power; in fact,
there is a greater possibility that i{s may affect ex-
isting stockholders adversely. This is primariiy he-
cause of the basic function of bank capital., (Reed,
1963, p. 5:1)

Because additional capital can be used only to a limited
degree for addition of fixed assets, it is used mainly to give a
more secure basc to other liabilities and as a reserve against losses,
Therefore, the decis.on to invest in EDP equipment is not necessarily
related to the capital structure but rather to operational problems
and expense structure.

b. Income, Lxpenses and Profits. Compared to other indus-

tries the business of banking is based on more modest but also more
assured profits., The main sources of income in order of importance

ar= income cn loans, intereot on United States Government obligations

~and other securities and income from service charges, Figure 3.2 -

represents the proportions of the various sources of income, de-
pending on the size of the bank. We notice that the larger the bank,
the larger is the proportion of income derived from loans, while

the proportion of income from United States cbligations and other
securities decreases, This represents a trend toward investing more
funds in the loan application, initiated after World War I! by the
larger banks, and which the smaller banks are following at a slower

pace, The income from service charges is proportionately highest




in hanks of the $10-L0 million sige, amounting to six to seven
percent of total revenues, which equals over 25 percent of net
operating carnings.
The <xpenses of commercial banks are. to a great extent,
fixed, especially in the short run, for the following reasons:
Banks, with public utilities, are affected with
a certain degree of public interest, and the capacity
to serve the public must be zvailable at all times,
Banks are not in a position to produce for inventory,
suspend operations, or reduce their labor force appre-
ciably, as are some industries. Therefore, banks' ex-
penses in the short run are not closely correlated with
the volume of business done or with gross profits.
{Reed, 1963, p. 494)
$till, bhank management has some control over expenses in the long
run, mainly through improvement of organization structure, depart-
mentalization and introduction of better cquipment and processing
systems, where EDP is having 1 considecrable impact.

Interest on time and savings deposits amount to 40 percent

of total operating expenses, while over 50 percent of the operating

" Texpenses are in such items as salaries, equipment, and systems.

Yet it is surprising how few banks utilize cost accounting systems
to control and allocate cost. Only two banks, among close to 60
small banks visited during the last year, had a cost accounting
system in operation, and in one of the two the cashier admitted he
never uses the system and doesn't helieve in it, as it was left to

him by his predecessors.

Profitability measurement is a difficult task in small banks.

Qne reason 1s that there are no good cost data available. For
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another, the non-operating transactions affect profits considerably,
and finally, it is difficult to asses the exact amoung of capital

due to the existence of large seserve fonds.  The supervising agencies
tyy to keep a close watch on both ends of the profit scale and will
investigate both situations if profits are too low ar too high from

a given standard. This pushes the banker to try to achieve steady
profits rather than maximum profits and, over the long run, to be

competitive, profit-wise, with other bankers in his statec or across

the nation.

B. The Decision to Automate Facing the Small Bank

In a study conducted in banks and insurance companics,
the following featurcs were emphasized:
Information Features:

- large volume of activities,
- standardized procedures which were programmable.

Organizational Features:

- important activities built areund transactions
or computation,

- large clerical and staff groups (in routine
worh) characterized by high turnover who are
difficult to hire and retain,

- large middle management groups committed to
many routine activitics., (Burack, 19066, p. 43)

In banking, with the evnormous increase in the number of
checking accounts and checks written, the pressure of paper work
was first felt in the demand deposit area.  The nunber of checks

written annually has risen from 5.3 billion in 1945 tc just under

12.7 billion in 1960, to 17 billion in 1965, and s expected, by
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conservative extimates, 1o be in excrss of 22,7 hitlion per year

in 1970,

{Sce Table 3.11)

Because each check passes through 2-1/3

barks, on the aversge, and may be handled up to 20 times before being

]

the banks,

two tyonds,

{(Wiener, 1967,

cturned ti the person who wrote it, paper wotk threatensd to flood

p. 9901 The increase was a result of

The first was an jncreasce in the number of checks

TABLE 3.11

NUMBER OF ACCOUNTS AND CHECKS IN DEMAND DEPOSITS

NO. OF
NO. OF TOTAL CHECKS
DEMAND DLPOSITS NUMBER CLEARED
ACCOUNTS OF CHECKS PER ACCOUNT
YEAR (Millions) (Billions) PER MONTH
1975+ 92.0 29.0 263
1970+ 78.9 22,7 242
1965 »e 17.0 b
1964 70,9 16.0 188
1960 e 12.7 ')
1955 52.2 9.5 152
1945 35.6 5.3 124
.

* Forecast

** Data not available

Source 1945-
1970-

1965: Anderson (et al) p. 68-69
1975: Wiencr, (1962)




written per account which increased hy 52 percent from 1945 to 1964,

and the second was the increase in the number of aciounts whose number

et e g A TR T T T

doubled 1n the area of demand deposits between 1945 to 1964 and which

S

is expected to incredse by another 30 percent by 1975, These changes

increased the amount of paper work which was further accompanied by

SR

an increased velocity of depusit turnover. According to a study by

Professor ). Nadler the turnover of deposits in Mew York City banks

RO ——

increascd from 25 time per annum in 1946 to 78 times per annum in
1962, (Nadler, 1904, p. 53)
As a result:

The chech-processing department has emerged in
the past 20 years as the largest Jepartment in the aver-
age bank in terms of pursonnel and equipment investment
costs. Lncoders, proot machines, sorters, and cumputer
systems, together with expensive staffs to man them, conm-
prise the major investment in dollars and talent by the
: vanking industry to stay abreast of the flood of checks
P today. There are only a few binks in the country today

b where the "factory' operation of check processing is not
oo a significant concern for bank management. (Anderson,
Lol 1966, p. 67)

But the incrcase in paper work was also felt in other areas

r

of banking.

Changes 1in investment and loan policies between
1950 and 1960 also caused shifts from activities requiring
Lo relatively little processing to those requiring a great
P deal. For cxample, investments in bonds, which require
. little handling by bank employees, became much less im-
portant in reclation to loans, which require much more
paper work. Consumer installment loans, which require
the most handling, morc than doubled in volume during the
period. (Wiener, 1962, p.990)

One arca in which the pressure is greatest is the area of vperations
where, with increased volume and shortage of manpower, the accuracy

decreased and delays occurred in completing reports and heeping up
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with the transactions. A probiem to which even morc attention
wias given was the increasing cost of operations. In 1960, the

Federal Reserve Board observed that:

1f inflating costs centinucd tu pinch profits,
banking may have trouble getting enough additional capital
in the futurc. Retained carnings would be a smaller
source and ihe sale of additional carnings would be a
smaller sopurce and the sale of additional stock might
be more difticult. Investors tend to put their money
where it will earn thc highest return. They may slight
banking in favor of other industries wiith a better profit
record. Banking must raise many billions of dollars of
new capital in the coming decade in order to keep pace
with our growing economy. If it doecsn®t, the quality of
banking services could suffer, and this could, in the end,
impinge on our natlon's ability to grow.

Many bankers, therefore, are looking to mechaniza-
tion as a method of stabilizing costs and preserving profits.
Mechanization can reduce the need for additional labor and
iacrease overall efficiency to boot. (FRB, 1960, p. 4)

However, the major breakthrough in electronic check processing
did not come until 1859, when final specifications for the printing
of checks coded with Magnetic Ink Character Recognition (MICR) numerals
weic agreed upon and issued by the American Bankers Association. The

most serious prohblem for the banks at that time was to find

way to number the a

an efficient

;égﬁ;;s andri&entify them. Many banks did not have
number: for their customees! acccunts, and this held automarvion back
for some time, and still docs for many of the smaller banks.

Bankers werc also hesitant to move into automation for other
reasons, a5 was cbserved by George W. Mitchell, member of the Board of
Governors of the Federal Reserve System, in a 1966 specch before a

nationali bankers' convention devoted to automation:

For bankers these (EDP) handling mcthods arc
novel. They are scientific developments conceived and
perfected completely outside of the banking industry.

Lo
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They do not employ skills or expertise common tao hanking,
indeed they have an aimost alchemistic avra in contrast
to the image or reality of banking as we know it.

In addition, there was strong feeling among bankers in the

curly 60's that computers werc only for the big banks, and opinions

such as the following were wide spread:

In smaller banks with several thousand checking
accounts, the usc of semi-automatic bookkceping machines
may constitute the highest level of automation to be
reached. This equipment should permit staff reductions
sufficient to offset machine costs plus increased check
imprinting charges to be absorbed. There probably will
be little economic justification for these banks to pro-
ceed further with automation on an individual basis.
(Aldom, et al, 1963, p. 49)

A complete re-orientation of management thinking, plus in-
.creasing operational and competitive pressures had to occur before

the idea of computer use in small business could be accepted by

people running the bank. Management had to be exposed to frequent

warnings, such as the following one, in order to be persuaded to

consider automation.

Management of small enterprises, as well as those
of medium-sized ones, who aim not only at survival but at

. heaithy growth and development, cannot avoid their preoc- —

cupation with automation of the total operation, comprising

physical and clerical processes and particularly management

decision making and contrel. (Moller, 1964, p. 50)

By 1966, only 17.7 percent of the 13,250 small banks in the
United States used some type of computer services, either their own
computers or off-premises computers. (ABA, 1966) Industry projections
{Table 3.12) indicate that within the next five years, approximately
4,600 of the small banks not using computer services at the present

time will start to do so, and if this projection proves to be correct,

it means that 39 percent of the small banks are going to face, within
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the next five years, the decision of When? How? What to automate?

and How to evaluate the computer's effect on their organijzation.

FIGURE 3.2 ;
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IV. RESEARCH METHODS

A. Methods eof Data Collection

The nature of the population invoived in the study, the
problem uno- investigation, and the resources available force re-
liance on after-the-fact data collection and analysis. Only in
a few cases has there been the opportunity to observe the decision-
making process while it occurred; and even then it was limited to
a few isolated cases, making it difficult to arrive at generalizations,

The methods of data collection used were: study of written
records, interviews and questionnaires. Prior to the field study it-
self a pilot study covering six banks was condiicted and the results

were used to test and clean up the data collect.on instruments.

1. Study of Written Records

compiled by the F.0D.1.C. and records in the banks. The F.D.I.C. in-

formation, which was supplemented by written records of other avail-
able governmental and professional sources, supplied the data for
identifying the environment and provided the data on the bank's de-
velopment both in general and EDP areas, as well as in management

operations and evaluation.

To the author's disappointment, there was little lnformation

available in the bank:s in the form of written records. In most of

the banks, no records were kept during the decision process; but in '

those cases where they were available, they were examined and inte-

grated into the analysis.

i
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2. Field Interviews

Interviews were conducted with the management of each bank
and other key people involved in the decision process. The interview
is the most appropriate technique for revealing information about
complex, emotionally laden subjects and for probing perceptions amd
attitudes that may underlie an expressed opinion. Other adventages
are that the interview gives greater flexibility and offers more cov-
erage of the subject than do questionnaires. In addition, the inter-

viewing situation offers a better opportunity than the questionnaire

to appraise the validity of tne report and identify the correct persons

to be questioned (Sclltiz et al, 1965).

The approach used was the focused intvrview (Merton et al, 1956)

in which a structured, but somewhat flexible schedule was followed,

allowing the interview to be adjusted to the role the interviewee held

during the decision period.

3. Questionnaires

Questionnaires were used only for supplying supplementary in-
formation from the interviewees. In some areas where the interviewee
was asked to evaluate several different possibilities, a written ques-
tionnaire (Appendix C) was completed by him as part of the interview.

Tests of statistical significance using xz distribution and t test

were applied to the results where it was deemed necessary.

4. Possible Limitations

An argument often raised against the effectiveness of analvzing
past events is that the interviewee may tell you what he wants you to

know rather than what happened. To answer such an argument, one has to
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look at the four major ways availablc ta describe & decision process,
The first is to say how it is believed a decision should be made.

This is the nomative approach which gets wide coverage in articles
and text books. The second is to hypothesize how a decision process
does occur based on the gencral experience of the writer, The be-
havioral theory of Cyert and March examined in this study is a good
representative of the latter approuch, The third one is to describe
how a decisicn process actually occurred, which is difficult, if not
impossible, to record coirectly in real life situations. Even if

the process had been observed during the decision period itself, biases
would appcar. The fourth one, which was used in this study, is to try
to getr as closc as possible to the actual events by cross-interviewing
several participants and by getting as much tackground data as possible.
The end result might still be what people sa. happened rather than

what actually happened, but to some degree, this is inevitable when-
ever such complex decisions are examined in other than laboratory

situations.

It has been emphasized that it is not the main purpose of the
study to arrive at a normative decision model, although some normative
suggestions are included in the summary. The writer, rather, follows
the advice of Selltiz, Jahoda, Deutsch and Cook (1965) who suggested
that:

Scientists working in relatively unformulated areas,
where there 1s little experience to serve as a guide, have
found the intensive study of selected examples to be a par-

ticularly fruitful method for simulating insights and sug-
gesting hypotheses for resecarch. (p. 59)

i
:
i
!
!
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The above authors slso make it clear that the purpose of their
approach is not just to collect data under what is somotimes called
the "case study" approach, but also to define three major differences
between the “case study" and “intensive" approaches.

1. The first difference lies in the attitude of the
investigator involved in the intensive study; it
is one of alert receptivity, of sceking rather than
testing,

2. The second difference is the intensity of the study
group, incident, or situation selected for investi-
gation, One attempts, in the intensive study, to
obtain sufficient information to characterize and
explain both the unique features of the case being
studied and those which it sharcs with other cases.

3. The third difference is the reliance on the integrative
powers of the investigator involved in the intensive

_ study; that is, his ability to draw together many =

diverse bits of information into a unified interpre-

tation. (p. €0)

B. The Field Sample

The data collection for the study was carried out in con-
nection with a larger automation study supported by the ¢.D.1.C,
As a result, only banks meeting the following gqualifications were

considercd:
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I, Must be a state hanh

2. Must be examined by the F.D.1.C.

3. Must be cleared by the F.D.1.C. regarding special
financial or management problems which would affect
the results.

1 addition, the following selection rules applied:

4, Must be o commercial bank

S. Must have $10-50 million in deposits.

This study's interest lies with the small bank and, based
on the experience ot Government bany avaminers and the staff members
of the American Banking Association, it was suggested that the upper
limit be banks having $50 million in deposits. It was also found
necessary to establish a minimum level of deposits at $10 million.
Banks with deposits of less than $10 million are usually small country
banks or very new banks having a limited management team and no spe-

cialization of employees which would allow examination of organiza-

tional influences. In the under $10 million bank, there are usually

only one or two n;hﬁgemcnt pébﬁib:uigkéét”wﬁgéigfﬁposes difficulties

on the study of decision processes.

6. Must have a management team of four or more people

7. Must have more than one person involved in the decision

process

8. Must have been willing to cooperate ir the study and

have the peuple who were significantly involved in the

decision process available for interviews.
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The bank's location has been considerad, but due to the
difficulty in obtaining enough banks in one geographical area which
meet the other criteria, the sample has heen selected almost nation-
wide,

As outlined in Table 4.1, fifteen of the banks participating
in the study are already using EDP services. Of the remaining eighe,
four already made a3 decision to use EDP while the remaining four have
decided against it for the time being and have no definite plans for
the next two years. In Appendix B the environmental data for all the

banks participating in the study are summarized.

TABLE 4.1
BANKS PARTICIPATING IN STUDY

CLASSIFIED BY PRESENT EDP ARRANGEMENTS

1. Have EDP on premises 8
2. Use off-premises service . s
a. Correspondent bank 4
b. Service bureau 1

(%]

3. Participate in joint venture

4., No EDP at present time 8
a. Plan to use EDP within 18 months 4
b. No plans set 4

TOTAL T3

o
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V. PHASES IN THE DECISION PROCESS

The purposes of this chapter are to cxamine and summarize
the data collected in the ficld and to trace the sequential phases
involved in the decision process. In the first section, attention
is given to the tyiggering cues which stimulate the decision to auto-
mute, Those motivating a change to automation in business, generally
anaiyzed in the literaturc, precede data on reasons for automation in
the banking indus<try. In the remainder of the chapter, the phases exper-
ienced in the decision process arc identified. The first is the initial
search occurring in the bank where the issues involved are defined,
the goals and expectations are set, and the general responsibilities
are allocated among the participants in the process. The second phase
is one of informatjon collection 2ad is often identified as the feasi-
bility study. It is followed by an evaluation phase which ends with

a decision to choose a specific course of action.

A. Triggering Cues Initiating the Decision Process

1. General Reasons for Automation

Discussing the rcasons for converting to EDP is a favorite
subject for writers in the arca of automation. Most of the approaches
taken are from the cconomic-~technical point of view, such as the ome

presented by John Postly (1960).
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Computers and their associated perirhcial hard-
ware can be introduced into data proc-_sung systems in
order to achieve one or more of three kinds of objec-

. tives. These objectives do indeed overlap, but are

! sufficiently distinct to discuss separately. They are:

i (1) to deal with increased complexity in data proces:ing,
. {2} to deal with increased volumes in data processing,

i and {3) to reduce data processing costs for & given

level of complexity and volume, All thesc objectives
usually involve increased timeliness and accuracy re-
auirements. (p. 10)

In many cases, the reasons for automation are cxpressed
as a single factor of cost reduction. This was stressed in one
recent study by D, Sanders (1966).

Simple cost reduction is one of the main benefits
of EDP, and was one of the two objectives most sought by
the small sampled firms. Costs are usually reduced in one
or more of the following ways:

(1) A reduction in clerical, non-clerical,

or supervisory labor charges;
(2) A reducticn in equipment, rental or cap-
ital costs;
{(3) A reduction in floor space required for
data processing;
(4) A reduction in the cost of forms and
other office materials;
(5) A reduction in the duplication of records
which is felt in the reduced costs men-
tioned above;
. ___— .— — +6) ATreduction in training expenses requxrcd

in some jobs which are downgraded,
: In addition, although the total cost may remain unchanged
o in a firm, the average or per-unit cost of processing the
papcr required may be reduced by the firm's newly gained
ability to increase data processing production with no
change in total costs of labor or equipment, (p. 36)

! Other studies introduce a wider range of reasons such as those
found in one of the few books whose subject was automation in banking:
‘ A number of basic factors usually determine management's

decision to enter the area of automatic data processing. These
may be summarized 3s follows:
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(1) Anticipated reductions in operating cousts

(2} Existence of potential applications

(3) Competition

(4) Systems improvement, including greater contrul,
better management information, and speed of
processing

{5) Research projects covering potential future ap
plication, including the area of operations
research

{6) Demands for new services {Aldom et al, 1904,
p. 51)

Similar expectations are summarized in the Dale (1964) studs,
which concentiated specifically on the decision to automate:

(1) Tfayout. New EDP installations are expected to begin
paying their way after a gradual changeover from old
procedurvs., There is an expected payout in terms of
better utilization as well as lower operating costs,

(2) Meeting Shortage of Personnel. Growth of persocunncl
requirements on specific routines,....appear to be in-
creasing continuously, making it inpossible to ob-
tain the required number of people in some labor
markets, and the computer is expected tu make growth
possible without encountering labor shortages.

(4 Customer Services, Improved custor:zr benefits, such
as prompter billing, speedier answers tu questious
and more efficient service, are expected from the com-
bination of .omputers and internal improvements,

. (6) Other Expectations. The computer may at one time have .

been installed as a status symbol, but this expectation
is strictly tangential, if that. (Pp. 11-12)

All the above examples emphasize the technical-econouic
factor and give little attention to factors influenced by the
organizational environment and social and political system. Most
writers also failed to make the distinction between the short-t-wm
and the long-tern cues. Examples of short-term triggering cues arc:
tomporary space shortage, temporary personnel shortage, pressures from
the outside sources, etc. The longer term cues, &s listed by Judsoun,

(1967) were influenced by management's desire to:
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i, Improve the product offered--in the case of a bank,
the package of services offered,

2, Improve volume,

3. Improve profitability.

4. laprcve the public image.

5. Improve human relationships within the organization
in term: of better teamwork, jess friction and less
diversion of human cnergies towards activities that
are non-productive, and better opportunities for the
employees to realize to the full their potential
capabilities,

6. Improve the ability of the organization to cope with
anticipated future conditions and problems sich as
changes in the market, changes in the technology of
cquipment and methods, and changes in the size and
nature of the organization itself. (Pp. 6€-7)

2, Reasons for Initiation of a Decision Process in the Individual Bank

In this section, the specific triggering cues for the
individual banks will be discussed and an answer will be sought
to two major questions.

1. What initiates the decision process?

2, Who iniriates the decision process?

In Lhapter | ;ectxon B, the forces pressuring the banking

industry to automate were discussed. For the individual bank, pressure
to automate may result for one of two reasons: The bank may '‘feel
difficulties" which the computer might be able to alleviate, or the
bank may be looking toward future development in the banking industry
in general and specifically in the individual bank. The first can be
defined as short-term cues which mainly fall under the heading of
Operaticnal Pressures, while the second can be defined as long-term
cues falling under thie heading of Policy Planning.

In a recent survey by the American Banking Association, the

participating banxs which neither used EDF services nor had plans
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to do so were asked to indicate why they did not feel a4 need for auto-
mation, The results for the total sample of banks and for the responding
banks with a deposit size of $10-50 million are given in Table 5.1,

The most important reason given by close to sixty per cent of
the total sample and fifty per cent of the §10-50 million banks was

that the present system of bookkceping and operation is adequate for

{
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the bank, One-third of the small banks surveyed responded that

they had adopted a "wait and see* policy, while only sixteen per cent
TABLE 5.1

REASONS GIVEN BY BANKERS FOR NOT USING OR PIANNING TO USE EDP SERVICES

Bank Size

All Banks $10 - $49 Million
N=z1642 N=322
No. Percent No. Percent

Present system is adequate | 976 59.4 l62 50.3
Present equipment is still
being amortized 336 20.4 84 26.1
Applications in our bank
are too small for computer
processing 565 34.4 §2 16.2
No computer facilities are
available to us within a
reasonable distance 253 15.4 39 12.1
We have adopted a '‘wait
and see" attitude 457 27.8 107 33.2
A study indicated that a
computer service was not
available at this time 210 12.8 67 20.8
No response 71 L 4.3 22 13.9

Source: ABA Automation Survey, 1966
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of these banks frankly stated that they believed their bank to be too

small for compnter processing. The above results indicate that the
majority of the respondents decided not to use EDP services mainly

. because they did not feel the immediate pressure teo do so, or were

waiting for further developments, rather than because they felt EDP

is not suitsble or feasible for their operations.

kit

The importance of short-term operational pressures was em-
phasized in the present study where fifteen of the nineteen banks
either using EDP services or planning to do so within the next 18

months indicated that operational problems were the major cause

for considering automation (Table 5.2). Three of the remaining

; four banks bad decided to use automation from the day the bank

opened or very shortly after, feeling that it would prevent future
operational problems with personnel and equipment.
TABLE 5.2 !
. NUMBER OF BANKS RESPONDING TO THE QUESTION ]
_ 4»/7{)77 ___ “WHAT WERE THE REASONS FOR CONSIDERING AUTOMATIONT"® — ~ — ]
Main Secondary
. Reason Reason
Operational Problems 15 13
Bookkeeping Equipment Problems 5 4
Difficulties in procurring
: increasing volumes 4 -
. Bookkeeping Personnel Problems 3 7
oo . :
v Increasing cost of bookkeeping
operation 2 - ]
j Increasing number of errors in 1
: bookkeeping 1 2
Desire to avoid future Operational
2 . Problems 3 -
Need to meet services offered by
J competition 1 Y4
* Does not include the four banks with no plans for EDP.
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The two main opera£ionnl pressures were in the area of
equipment and personnel. Before the arrival of computers, the
majority of banks used NCR or Burroughs Corporation posting-
machines. At present, the manufacturers do not encourage pur-
chasing new machines and the major source of supply is the market
of used cquipment. Many of the banks used the same machines for
eight to nine years or bought them used in the first place. Some of
the banks had obsolete machines which had to be replaced anyhow,
and that motivated them to consider EDP. Other banks suffered from
an increase of maintenance problems because increased volumes re-
sulted in the overloading of existing equipment.

Closely related to the problem of equipment is the problem
of personnel. As indicated in Chapter III, Section A, many banks
suffer from a high turnover of women employees. This is a problem
since women traditionally constitute the majority of employees in

the bookkeeping departments. The conventional bookkeeping machines

required the operator to have a certain amount of expertise, gained =

through on-the-job training lasting on the average 6-8 months, before
the employee was able to utilize the equipment efficiently. With
turnover reaching 25 to 3I per cent per year in the bookkeeping
departments, processing problems developed which résu}ted in delays
of posting and an increasing percentage of errors. Another personnel
problem mentioned by several bankers was the problém of rising labor
costs. The increase in minimum wages was felt most strongly in the
conventional bookkeeping department where wages were traditionally
low.

The combination of decreasing efficiency, increasing costs and

increasing volumes were the main triggering cues for the majority
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of hanks participating ia the study. Their response to the question
of why they started to consider automation was usually "We had to-do-
it" rather than "We planned it as part of the development of the bank.,"
In the four banks that did not have immediate plans for automation,
the main reason given for not automating was that management was
satisfied with the existing situation and hesitated to get involved
in a long process of decision and change.
The data lead to the following proposition:
Propogition No. l: The mair reason for considering automation
i operational pressures. Long-term planning eomgiderations

cauge the bank to Ygit and wait" while immediate problems
force it to initiate the dectegicn process.

3. hkho Initiates the Process

Computers have been used in banking since the mid-fifties.
In the beginning, they were limited to the larger banks in the country,

but in the last five years, medium and small banks have begun utilizing

computer services as well. In addition to the general exposure of the

public to literature and news about e;;;nsion of EDP services, pro-
fessional literature, conventions and meetings with other bankers
directed the bankers' attention to EDP services. The professional
associations like American Banking Association (ABA) and National
Association of Bank Auditors and Controllers (NABAC) have had, since
the carly sixties, special research departments and projects concerned
with automation research.

In 1960, the ABA issued its check standards under the common
machines language. This e¢stablished a uniform format for the use of

magnetic-ink character recognition (MICR) and was considered to be one

of the most important milestones toward automation (Yavitz, 1967, Ch. 2).
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" a banker who too

As can be scen from the above developments, automation was bruught to

the attention of most bankers several yecars ago. For that reason it

is difficult to estsbiish the exact date when the idea of automating

a specific bank first occurred to its management. When asked about it,

wost bankers replied by stating they have thought about automation

for several years but could not quote an exact Jate when the idea

was first mentioned. It is easier to establish when, why and by

whom the first serious step toward considering automation was made.
Many bankers had operational problems for some time before

they started to investigate the possibility of autumation. In most

cases, it was the combination of a specific proposal by an outsider

plus operaticnal problems that motivated the decision. In 16 out of

the 22 banks from which answers were received, the first proposal

came from a source outside the bank (Table 5.3), and in all but one

of those cases it was from an outsider trying to sell computer

equipment or services to the bank. In one isolated case it was

iAZEEAE;I;{;;ive in calling together other bankers
in the area for the purpose of establishing a joint venture,

In the six situations where the process was initiated by an
insider, the individual was the operations officer or the president
of the bank. When the process was initiated by the president, it
turned out that he had been closely involved in day-to-day operations,

and considered himself responsible for the supervision of operations

in the bank.

Proposition No. 2: a) Although bankers are aware of the exiatence
of EDP services in thetir industry, it takes epecial circumstances
to initiate a decision to use auch gervices. b) In most cases,

it takes a combination of operational pressurce and the approach

by an outside supplier of EDP equipment or seruvices to iniiiate
the decision process.




THE FIRST SERIOUS PROPOSAL TO CONSIDER EDP SERVICES

FOR THE BANK WAS MADE BY:

; Person Inside Bank 6
President 3
Operation Officer 3

| Person or Group Outside the Bank 16
i A Computer Manufacturer S

An Off-Premises Service I) Another Bank §

11) Service
Bureau S

Other Banker in Area 1




|
;5

74

B. The Initial Scarch-Some Basic Decisions

1. Possible Approaches to Automation

Once the managemeut of a bank is motivated to consider
automstion, it has to define its decision in terms of goals and
expectations. The decision maker can view the problem facing
him from one of several aspects which are presented here in the
order of their impact on the organization.

1. He can view it as a decision regarding only a change

of equipment. The prescnt bookkeeping machines would be

replaced by different ones or eliminated altogether by
transferring the work to an off-premises service,

2. He can view it as a decision affecting only the

bookkeeping department. Changes would occur only within

the bookkeeping department while other departments in

the bank would continue to operate in the same fashion -

as before the conversion.
3. He can view it as a decision involving only the infor-
mation system and the operational procedures for existing
services.
4. He can view it as a decision involving expansion of
bank services and changes in management orientation.

which of the following categories best characterizes the decision

made in the individual bank will depend on what the decision maker's
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goals and expectations are. In the ABA survey mentioned above, 133

banks having deposits of $10-49 million classified seven factors

according to their impact on the decision (Table 5.4),

The most

important factor wvas the desire to improve the internal system of

operation {reported by 7l.4 per cent of the bank).

This was

foliowed by the desire to freeze or reduce cost (63.9 per cent)

and improve management operations. (57.1 per cent).

In the

present study, a similarly oriented question was directed toward

the importance attached to various items at the time the decision

TABLE 5.4

FACTORS INFLUENCING THE DECISION TO AUTOMATE

(Banks Size $10-49 million, N=133)

75

™ Factors

tal Resggnses to Factor

|Percentage of T
o S ”r%mjoﬁ Minor
Factor |Factorj Factor]Response]Total
Inprove Internal System 71.43 |18.80 4.51 $.26 |100.0
Freeze or Reduce Operating Costs 63.91 |25.56 3.76 6.77 |100.0
Iaprove Management Reports 57.14 |27.82 6.77 8.27 (100.0
Increase Flexibility in
Handling New Business 42.86 |38.35 9,77 9.02 |100.0
Enable Bank to Offer Additional
Services 40.00 |36.09 | 14.29 | 19.57 {100.0
Meet Competition 36.34 (37,59} 17.29 9.77 1100.0
Tighten Audit and Control 21.05 /48.85 | 21.80 8.27 1100.0
Source: ABA

1966 Automation Study
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to avtomate had been cohmidered (Tabie 5.5). The arecas of data
processing and information were rated the most important, and such
items as supplying accurate information, increasing speed of
operations and supplying more informatich were emphasized.

When the responses of the bank's chief executive were
compared to those of other senior officers, including the senior
ocperations officers, some statistically significant differences
were found. ‘The senior management was much more concerned with
operational problems than were the banks' presidents. The former
ranked uas more important such items as “replacement of obsolete
bookkeeping" (significant statistical difference at a € 0.05 level),
“need to supply more information" (significant difference at
a € 0.65 level) and “achievement of improved management control over
operations” {at « € 0.025 level). The presidents' group scored

higher on such items as "meet compctition from other banks" or “"reduce

labor needs for the bank."

2. EDP Knowledge in the Bank
Most bankers had very little previous knowledge about any

aspect of EDP., Some had read articles about it in trade magazines

or in the general press, and some had visited other banks that use EDP

services, but even these lacked the knowhow needed to evaluate EDP

and to antjicipate its impact on the bank. Only in three of the banks

visited were therv persons who had received some knowledge about EDP

through previous work in other banks or courses taken in the operation

of EDP. In the remaining twenty banks the decision process gathered
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momentum without anyone in the bank knowing b about EDP. Twelve
of the twenty banks took some action to increase the EDP knowhow among
the bank's staff. As can be seen in Tabie 5.6 all of the eight banks
having on-premises facilities had, by the timec of the conversion, at
least one management person with scme degree of EDP knowhow. At the
same time, of the five banks using off-premises facilities, three had
no one in the bank with any significant EDP knowhow and had made their
decision based only on information supplied by cutsiders. In the case
cf the two banks belonging to a joint venture, once the initial decision
to establish the venture was made, but before details were worked uut
or equipment osdered, an EDP expert w.; hired as a manager for the

propos.d ceater.

Proposition Na. 3: a) The mancgement of amall banks, for the
moet part, initiates the decision of usirg or not using ELT,
whether or not there arc people on the staff who have any
previous EDP knowledge. b) In banks where the initial in-
clination i8 to choose an on-premises avrangement there will
be a stronger drive to add people with EDP knowhcw to the

. ataff ever before a fingl de~igion tLe-mades — —— -

3. Goals and Expectations

The limited ’y .ial knowhow among management and the pressuro
of operational problems causes management to define the goals of EDP
mainly in operational terms. In Table S.7 twenty of the narticipating
banks show a reduction or preveation of operational pressures aud
problems to be the main goal of a change to £0P. Only six of the banks
wentioned the exparsion of bank services swong the expected goals,
while the remaining banks did not associate tle decision to use EDP

with the expansion of services. Some, howaver, mentioned it as a
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in the bank, the bookkeeping department (Table 5.8). - Only threeof - —- -— ——
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long-term undefined possibility seen as a by-product, rather than as
M expected goal. Four banks, all of them with on-premises equipment,
stated that one of their main goals in converting to EDP was to in-
c¢rease profits by selling computer services,

It is interesting to note that the goal of cost reduction
was mentioned by only three banks, two of which had no plans for :
EDP at the time of the study. It seemis that once the banks start

to collect inforsation about the possibilities of EDP, they soon

PO U

discover that, at best, they might be able tu prevent a rise in
¢ost, but in most cases, the cost is likely to be even greater.
Thus, the decision of whether or not to convert quickly ceases to
be based soleiy on cost reduction.

As a consequence of limited EDP knowledge, false expectations
exist regarding the impact which the decision to use EDP will have
on the organization and the information system. Sixteen of the

banks expected that the conversion would effect only one departinent

them expected it would effect the whole organization. In Chapter VI
evidence is presented which shows the conversion actually effects
more than just the bookkeeping department.

An important advantage of the computer is the extremely high
speed with which it processes and summarizes data and produces reports.
Therefore, the introduction of the computer is expected to produce
significant changes in the information system of an organization.

In Section A the desire for additional information was mentioned
as one of the triggering cues. It was surprising, then, to find
that, while fourteen of the banks indicated an expected change in the

information system, only five of these regarded the actual change
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as a major one bringing considerable improvements to the systes
(Table 5.8). Of the five banks which did not expect any impact
of the information systom, four were banks using or planning to

use off-premises services.

Propcsition Ne. 4: Moat small ban¥z are comccrned, primarily,
with improvemente in the bookkeeping department and view the
infemation changes as a by-pfﬂdget of secondary importance.
a) Bankcre exzpect the computer to have a significant impact
only on the department mogt effected by its introduction -

the Lookkeeping department. b) There exiasts an expectation
that the computer will improve the information system, al-
though not recessarily causing significarit changes.

4, Deciding What to Convert

One of the first decisions management faces is determining
which applications to implement first. In most cases, the decision
is a direct consequence of the operational pressures existing in

the bank. The majority of banks approach the issue by choosing one

application at a time, the most popular being demand deposit accounting

which, in most banks, accounts for the majority of the paperwork in
the bookkeeping department. Of the nineteen banks, ten decided to
convert demand deposits first and two decided to start with savings
where the main problem is the calculation of interest and preparation
of income tax forms (See Table 5.9). Six of the remaining seven
banks initially laid out plans for the conversion of two applications
at once or one closely following the other. Once the decision

makers chose the specific function, they would proceed to determine

the type of arrangement they preferred and start c~llecting information.
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TABLE 5.9

MAKING PLANS FOR CONVERTING APPLICATIONS TO EDP

Number
of Banks
Initially planning one application only -
Demand Deposit 10
Initially planning one application only -
Savings Deposits 2
Initislly planning two applications -
Demand and Time Deposits 4
Initially planning two applications -
Deposits and Proof and Trust 2
Initially planning four applications 1

Preposttion No. 61 —a) The approach taken by bankers 1w
deciding which applicationa to convert is done sequentially
by rlanring and converting one gr two rclated aprlicationa
one at a time rather thar. geveral at omce. b} Dzaiding om
which application to implement first seems tc muat barkers
to be a pre-determined accision, influenced by operational
factore regarding the present syestem.

S. Available Forms of Automation

The small bank can choose between two major types of EDP
services: on-premises computer services and off-premises computer

services. The first group includes banks which have their own
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equipment on the bank premises or at a nearby location. The
computer department is one of the bank's departments, and the
entire cost of operation, equipment and prrsonnel are covered

. by the bank regardless of volume. Tht comouter itself may be
bought or leased. The second group of of{-premises services
has a jarger variety of possible arrangements: 1) using another
bank's computer, usuaily their correspondent's; 2} using a service
bureau; 3) belonging to a joint venture; and 4) using the computer
facilities of the holding company, if the bank is owned by one.

The 1966 ABA automation survey shows that, while slightlv
over half of the total number of responding banks have on-premises
equipment, orly close to 40 per cent of the banks with deposits of
$10-49 million have their cwn facilities [See Table 5.10). More
banks in this size group (8.66 per cent) belong to joint ventures,
or use service buresus (13.56 per cent) than in the total sample
(6.7) per cent and i1.17 per cent respectively). The big difference

lies in the use of correspondent bank services where 38.4 per cent

30.8 per cent in the total sample. The differences between the

various arrangements are outlined below,

a. Leasing or Purchasingk; Computer. Acquiring one's own

computer involves the most complex decisions of all. Management
must consider the problems involved in setting up a new department,
contracting for equipment, and hiring or training people with skills
not common to the banking industry. These exist in addition to the

regular problems facing the decision maker who chooses an off-
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TABLE 5.10

TYPE OF COMPUTER ARRANGEMENT USED OR PLANNED TO BE USED BY
BANKS WiHiCH HAVE MADE THEIR DECISION
(Percent of total respondents in group)
AL Banks Sigze
1 $10-49
Type of Arrangement Banks Million

N=1342 N=531

Operste on-premises computer 51.27 39.36
Belong to a joint-venture 6.71 8.66
Use off-premises scrvice 42,03 51.98
a) Correspondent bank 30.85 38,42
b) Service bureau
(including holding company) |11.17 13.56

Source:

ABA 1966 Automation Survey

premises arrangement. Whether or not the bank decides to lease or

purchase the equipment, the decision to use on-premises camputers

demands a much higher commitment of resources in people and money.

Most of the bankers who decide to acquire their own computers

do so for a negative reason; they do not trust the off-premises

services, especially if they are offered by another bank. in six of

the eight banks that have their own computers, management stated that

they did not seriously consider the possibility of using an outside
service. Four of the six explained that the main reason for such an
attitude was the fear that the larger banks providing the services

would gain too much competitive advantage as a result of being able
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to look at the work processed. The remaining two banks were primarily
concerned that an of f-premises service would not be able to give them
enough flexibility and attention. Of the eight banks which do not use
EDP services at present, five indicated thut they are against using

a correspondont bank service bescause thoy wish to kesp certain
information confidential. Similar reactions were given by the two
banks who chose to belong to a joint venture and by the one choosing

a service bureau arrangesent. All three banks felt that the arrangement
they chose gave them better control of the operation and enabled

them to prevent information leakage to competitors. Another reason
often mentioned by bankers who object to using the EDP services of
another bank is the fear that customer: will lose respect for a bank
which has to use the processing services of another, especially if
both banks are located in the same town. For that reason two of the
four banks using a correspondent bank's EDP services preferred to use

the facilities of banks located 50-100 miles away although banks

 in the same town offered competitive services.  —  — — — — ]

Proposition No. 6: There is a zonsiderablé group among emall
bank managers which does not trust the EDP gervices offered

by larger banks for: a) fear of revealing competitive sedoreia,
and b) fear of losing their prestige among thoge cugtomera who
prefer an indepéndent bank.

b. Using a Correspondent Bank Service. Using a correspondent

bank service is probably the simplest form of automation available.
The preparations which the bank must mske in order to automate are
minimal and often the correspondent bank stands ready to assist, at
every step, the bank which is automating. In most cases, the

correspondent bank will take programs which it has already had in use
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and apply these in the new bank without modifications or with minimal
ones. However, the system which the correspondent bank has developed
may not be optimes for the subject bank, Yet, in most cases, they
are forced to adopt it. Herein lies one of the potential drawbacks
of using & correspondent service. In a real sense, then, the
ultimate effectiveness of the automation will depend on the quality
of the correspondent's service rather than on the bank which is
automating.

The chief advantcge of using a correspondent service is that
the bank which is automating is not required to have a staff member
who is familiar in detail with computer programming and systems work,
although such a person is, of course, desirable. Moreover, the bank
benefits from the learning experience of the correspondent and, at the
same time, saves money on personnel. All this assumes, of course, that
the correspondent has developed an effective systems group and some

efficient programs. This is an assumption which is often difficult

to verify; however, a bank can shop around end compare services
offered by correspondents and come up with some kind of satisfactory
answer,

In recent years more and more large banks with EDP faciiities
have launched an aggressive drive to sclicit the processing business
of small banks. The larger banks often employ special salesmen who
try to solicit business for the computer department and frequently
offer their services to banks in a radius of up to 300 miles. The
transfer of the documents is done by cars, although a few banks use

helicopters or small plane service. It is expected that within a
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few years the use of remote coatral data stations wiii become more
feasible, cost-wise, which should eliminate many of the problems
of the trunsportation of documents.

There are several reasons why the smal) bank, despite its
reservations, finally decides to use¢ a correspondent bank service.
One important resason mentioned above is the relative simplicity of
the conversion. The small bank uses the programs deveioped by the

larger bank and can take advantage of the knowhow accumulated.

89

Another important reason is the long-lasting relationship which often

exists between the small bank and its correspondent. If the small
banker has been satisfied with his past relationship with the
correspondent, he will be tempted to consult it again in new areas
of operation, rather then develop new relationships with u service
bureau, or get involved in the organizational and financial problem

resulting from establishing on premises EDP services.

c. Using a Service Bureau. Using a service bureau is

similar in many respects to using a correspondent service.—The

service bureau has usually developed some competence in working
with other banks and, therefore, has u stock set of canned pro-
grams which it can apply. The service bureau may have the added
advantage of having had more extensive experience in general
computer work than a correspondent bank. On the other hand, one
might argue that the correspondent's experience would be more
relevant and, therefore, better for the bank.

In some areas there are service bureaus which specialize

in banking automation services, and from discussions with bankers




around the country, these service bure . 'nd to provide better
services than service bureaus where d. ro.essing in banks is

1 only one of seve.wi jobs. The major cawp. At agrinst the latte:-

3 group is that they often fail to appreciste the specific requireacnts

! of the banker.

d. Using a Holding Company Computer Center. This arrangement

may be regarded as a specialized form of the pr ‘eding two arrangements.
In many cases, the bank which is closely held will not have the
option of choosing the nature of its automation program. Typically,
the decision to have a computing center which will service all
companies held by the holding company is made at a high level in the
parent company without consviting individual member companies.

There is, however, a disadvantage in using a holding cunbany
center: most holding company centers have the objective of balancing

~ the service for all their member companies. Consequently, a given

member bank may discover that his specific needs are not met by the

computer center. Rarely, then, will a holding company center feel

compelled to compete with the nature of the service offered by a

correspondent or a service bureau.

e. Participation in a Joint Venture. The 1967 directory of

bank joint-venture computer centers lists twenty-seven joint ventures

owned by 212 participating banks (including fifty-five savings banks).

T TSR e ST IR Ay e e

The nmajority of those centers have ten or less participating banks
and, with the exception of one center with a membership of fifty-two

savings banks, average 6.5 banks per center. With the exception of the
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largest center the average size of bank assets represented is $310

million per center, with the average bank assets of the individual

el
-

bank being $48 million,

The joint venture uwas held up for several yecars as the ideal

solution for the small bank which cannot afford its own computer but

which desires to get deeply involved in automation., Evidence is
accuxulating, however, that joint ventures involve some very tough
problems which in some cases seem to be insummountable. Not the

least of these problems is the very first task of arriving at an

G UL _SRSVUNTCTY OV S0k JF YT Y P N

E' agreement as to the nature of the joint venture and the degree

of participation of each of the banks involved. Even though the
banks which enter into the joini venture are usually closé geograph-
ically, they typically have very different individual circumstances
in terms of the market they pursue and their goals. For example,
one bank may wish to promote time deposits, but may have little

;_ interest in consumer loans, while another bank might be promoting

— demand deposits and_at the_same time be heavily involved incon-—— —- — — -

sumer loans. In such a case where the resources which can be committed
' to a joint venture are naturally limited, there mﬁst be compromises

g on the part of each bank. These compromises are sometimes difficult
and painful to achieve.

; The other outstanding difficulty has to do with the coapetitive

position of the banks. The joint venture itself is based upon cooper-

ation and the pooling of rescarces. At the same time, however, the
il banks which are cooperating are competing. It is extremely difficult

for a member bank to overcome the feelings of propriety which it will

|
i
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§



nuturally feel for a concept or a program which it develops. It is
necessary then to establish some guidelines in the very beginning

of &4 joint venture which specify who will participate in what pro-

IR TEIC

grams and who will foot the bill. The simplest agreement, of course,
would be to have ail programs available to all banks, but in cases

where this agreement has been made, it is known that some banks have
been reluctant to develop programs which they desired because they |
were unwilling to have the other banks reap the advantages.

In any case, 2 bank's commitment to the whole process of

B e .

automation is greater in a joint venture than in the three other
off-premises forms described. A center must be established, machines i
sust be purchased or leased, people must be hired to design the pro-

grams and run the machines, and the entire venture must be managed.

6. Choosing the Type of Arrangement

The banks participating in the study were asked to indicate

which service srrangements were considered by the decision makers.

Of the eight banks which chose on-premises arrangements, only one

bank considered at all the use of an off-premises arrangement. Of

the two banks participating in a joint venture, one did not invest-

igate any other arrangement while the other at first considered the

possibility of using the services of a correspondent bank. Among

the four banks choosing a correspondent arrangement, two considered

using a service bureau, while the other two did not investigate

alternative possibilities. The bank using the service bureau inquired

briefly about the possibility of using a correspondent but never '

progressed enough to solicit a formal proposal.
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Among the four banks which plan to use EDP services witdin
18 months, two considered only one type of arrangement while the
remaining banks considered two type: each., Of the total group of
19 banks, only five gave any consideration to more than one type
of arrangement, but none considered more than two different types.
In the following section the effect of the limited arrapgements
considered on the final evaluation gnd decision are discussed.
Propogition No. 7: One of the firet decisions made is in
regard to the type of arrangement to be considered. The
decigion maker usually prefers one specific type of arrange-

ment and proceeds to collect information only on this
epecific type.

C. Collecting the Information - The Feasibility Study

1. The People Involved

Once the initial interest in automation is established,
the bank then proceeds to collect information on the specific

alternatives. While the first serious proposal is, in most

~cases, made by an outside agent, usually a salesman for the

equipment manufacturer or the service provider, the initiative
from there on hﬁs to be taken by officers within the bank.
Three main roles which need to be performed can be identified
as follows:

This role is usually

a. Guiding the Decision Process.

fulfilled by one of the officers who is most interested in automating
the bank. He is the one who is promoting the idea of automation and

trying to get a positive decision toward automation. As long as there
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is no such person in the bank, the idea of using EDP does not have

a chance to materialize. Usually the person with this role is

e o

directly involved in the deily operation work. In some cases,

though, he might be the president himself, and then the motives

B e s 1.
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aight be influenced by more than just operations.

b. Supporting the Activity. Unless the person who guides
the process is the president of ti: bank himself, he will need

!

k; support for the idea from the president and other senjor officers.

g! The number of supporters and their roles will depend on the specific
E‘ power structure of the bank and the way in which important decisions
are made, In banks where the president is the main force behind
policy decision, it is essential that he be one of the main supporters
of the idea, especially during the stages of evaluation and final
decisions. At earlier stages, at least the passive support of the

é president is needed to allow the person guiding the process to

H;k proceed with the necessary action.

—1n banks where policy decisions are ladéiﬁiiagg;oup of

senior officers rather than by a single man, passive support of

o the majority of the group is needed in the early stages and active

support during the final stages.

c. Collecting the Information. In the small bank with a

limited management staff, this role will often be fulfilled by the
same person(s) guiding the process. In some cases, he may receive
help or delegate part of the job to a junior officer or s supervisor
of operations. Because so few people in the bank understand the

process of automation, those involved in collecting the information
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— operations officer. In all the banks where a junior operations

frequently becosc the most knowledgesble in the bank on the subject,
and in the final decision stages they can have a significant impact
on the outcomes,

In Table 5.11 the people who execute the three roles in the
participating banks are identified. In the banks having no pisns
for EDP the main problem was that top msnagement was not willing to
support the idea of automation and, inspite of two of the four
banks in this group having persons at the senior management level
who were interested in automation, the dacision process was not
initiated. Only in one bank out of the four has any effort
been made to collect relevant inforwation for the initial stages
of the process.

In the banks where the decision has already been made or
is in an advanced stage of planning, the majority of persons guiding
the process were operations people. In ten such cases it was the

senior operations officer, while in four of them it was a junior

officer guided the process it was done with the strong support of
the president of the bank. In five of the six banks where the
president guided the process, it was found that he had kept in j
close touch with daily operations all along, and his interest in
automation had developed as part of his daily contact with operational
problems. It will be noted that in all but one case the guidance of
the process was associated with a single person rather than a group.
In all but one of nineteen banks where there was support
for investigating the possibilities of automation, the support came

from top management, and in sixteen of the cases, the group of
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supporters included the president of the bank. Only in one case

did the main support for automation come from the Board of Directors,
L In this specific bank, the supporters among the board members were

thesselves manufacturers and contractors who were acquainted with

computer operations and who were interested in having the bank
o Al
supply computer services, such as payroll, for their own businesses. ;

The collection of infourmation and the feasibility study

involved, in thirteen of the twenty banks, junior officers.

|

4

}: were, in most cases, left entirely to the operations people, which
E: In 1
]

!

five banks this job was left almost entirely to the junior officers,

while in three banks the information collection was carried out

| by the senior managesent only.
E

2, The Feasibility Study

» The phsse in the decision to convert to EDP that has

- -

| received the most attention in the literature to date is that

which is concerned with the feasibility study. [n almost every

- Tam s T T e

T v et

study or textbook dealing with change to sutomation, a chapter '

or section is devoted to the need for, and details of, the

e ki

feasibility study, and several reasons are given on why it is so

s

important. For example:

"Feasibility studies are essential for three reasons.
First, risks resulting from inappropriate or unwise
use of EDP can be reduced by a feasibility study.
Second, a feasibility study will help the fimm

avoid the many pitfalls associated with computer
usage. Finally, a firm's feasibility study will
point the way to advantages and benefits (Both
tangible and intangible) through changes in data
processing methods.’ (Sanders, 1966, p. 50.)
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Professor Yavitt in his study of sutomstion in commercial
banking suggests that a sound feasibility study should include
six major iteps.

i. A thorough survey shouid be made of current operating
procedures, volume statistics, policies, personnel
utilization, and relevant costs.

2. New systems should be developed in rough form only,
in no more detail than is needed to determine over-
all equipmont requirements and approximate processing
tise.

" 3. Utilizing the second step, broad equipment speci-
fications should be determined and all one-time
costs computed,

4, The economic feasibility of the new system should
be evaluated on the basis of the first three steps;
“before" and “after" costs computed and potential
savings projected. It is desirable to be extremely
conservative in this phuase of the study.

§. Other-than-tangible cost factors, both pro and con,
should be presented. Both tangible and intangible
benefits should be considered, not only for the
ismediate future, but for several years shead.
Often a period as long as ten years is considered,
using the best available forecasts and estimates
of future operational requirements.

-—6. Finally, a step=by-step progriw and timetable should
be presented for the full implementation of the new
system. (Yavitz, 1967, Pp. 32-33)

This approach can be summarized in the following steps:

1. Define the objectives

2. Take inventory of the present system with regard to

cost, people, information generated, speed, accuracy
and problems resulting from present systes

3. Design a system that will achieve the objectives and

resolve the problems facing the bank

4. Solicit proposals that will fit the proposed system
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x $. Evaluite the propossls and the impsct of adopting them
bi from the economic, technical and organizational aspects,
3 .

iz Whilc most writers agree about the necessity of such a

E' . study, evidence is accumulating that many smajl firms do not con=

Et : duct a2 formal feasibility study. 1In a recent study, it was reveaied
E; thit out of 100 small firms in seversl industries only 49 have con-

;

ducted a formul study (Sanders, 1966, p.45), and the figures obtained

in the present study point out an even lower percentage.

; 1t was mentioned in Section A and B that most banks first
- decide if and why they are interested in automation, develop
preferences for a specific type of arrangement and only then pro-
ceed to collect the specific information for making the decision.

Being 8 relatively informal organization, the bank rarely formalizes

its objoctives during the initial search. The only cases where this
:

was done were instances when the person guiding the process was &

junior officer and was required to report the developments in writing

L /to)hi’sMWS—tM—smi“—ofﬁce—r—sT I ———— —

Due to the minimux amount of EDP knowledge in the small bank,
the people guiding the process or having the responsibility for
N collecting the information are not in a position to design the

L system wost suitable for their organization. Only in two of the

X banks was such an effort made. In the first, this was dono by a
i

; computer eapert who was brought into the bank to establish and

manage the on-premises facilities. 1In the other case, it was done

by the manager of the joint venture with the help of a consulting

. firm. A proposed system was outlined before proposals from

, manufacturers were solicited.
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— writtén figures on scattered pieces of papers.

This leaves the persons involved in the decision process
with two main functions during the information collection phase:
that of taking inventory of the present system, and that of soii-
citing proposais. This could stili provide the bank with aost of
the beénefits of a full-scale feasiblity study, and when usked
about it, each of the ninsteen banks indicated thst some data
were collected before a final decision was made. But closer
observation showed that only three of the banks conducted
what could be considered an organized and formal feasibility study.

8. Evaluating one's own system. Fourteen of the banks
left the initiative of data collection concerning their own oper-
ations to outside salesmen who were interested in selling them
the service or equipment. Whatever information was collected
inside the bank was done in response to s request by an outsider.
As a result, in those fourteen banks, either no records of the

data collected were kept, or they were in the form of some hand-

There are several explanations why this is so:

1. Only one bank out of the 23 included in the study
had a cost accounting system, snd even there the
system became effective only after the decision
to install a computer was made. Because of the
lack of cost deta, it was difficult to establish
the exact cost of segments of the pre-computer
operation system and to determine exactly what

changes would occur as a result of automation,
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2. The bankers typicaily neglected the investigation of

. S anrhan i

the information system with regard to reports, records
. and movement of information. The feeling of most of
the persons responsible for collecting the information

was t.st the bank was small enough for them to know ;

411 the details of the present information system

without formally writing it down, and the end con-

I SN PER R

sequence was that very little attention was paid

%
|

in the final evaluation to the information aspects,

3. The small bank has little recorded information

on the market it is serving and its future prospectives.
The senior officers know their customers well, but
the bank as a whole lacks the ability to make fore-
casts about future growth, The result is that the
needs for automation are often based on the present

volumes and conditions rather than on those of the future.

Considering that in on-premises installation, the time . - — —

" differsnce between decasion and actual conversion is
often over a year, this approach can cause significant

difficulties. 1In two of the banks where efforts were

made to estimate future growth, the actual growth turned
out to be twice as much as expected, and within six
months of the installation, the nced was felt for

g equipment with greater capacity.

. In part, these difficulties also arise from the special circumstances

under which the information is collected, Regardless of the organi-
zational level of the person responsible for the study, most authorities

are in agreement that there are certain characteristics which he must




possess. According to one source, the most important qualities
: which the responsible party shouid have are:
{, (1) Thorough knowledge of the company's policies.
S {2) Ability and desire ¢s 3tlck to endless details,
E and persistence enough to see the job through.
(3) Ability to organize, direct and supervise others.

{4) Xnowledgr of accounting systems and records

retention.
- (5) Ability to visualize installation requirements.
T (6] Knowledge of cosi of operating an EDP system.
‘ (Perry, 1963, Pp. 49-50)
Except in the cases where a new person was especially hired to do
the job or a consultant was employed, the peoj.le responsible for
the information collection did not have the sufficient knowledge
to do a thorough job. As indicated in Table 5.6, only nine of
the banks hired a person with EDP knowledge to help in the decision
and run the operation. A% the same time, only three bank's msde any
use of an outside cunsultrsat, while the rest relied solely on their

: own or the supplier’'s knowledge.

Another difficulty was that in all but one case, the persons

——— ———responsibile—for the-informationcollection -had todo—it-in-addition— —— —— -

to their regular duties in the bank and could not devote their full

time or attention to informaticn collection and evaluation.

Proposition No. 8: The use of outside consultante
in data collection and evaluation is almecst non-
exigtent, despite the lack of technical and system
krnowhow among the decision makers in the bank.

l b. Soliciting Outside Proposals. Service providers and

computer manufacturers are active in trying to solicit customers.
In Table 5.3 it was indicated that in the case of 16 out of 20
banks, the initiation of the automation decision proccss was

attributed to an agent outside the bank. Yet by the time it
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came to the st je of soliciting proposals for final decisions each

s

bank had oniy limited numher to choose from, as can he seen in

Table 5.12. en of the fifteen banks had only a single proposal

. for consider on and another four had two proposals to choose

Py

from. Only 1n onc case, that of a joint venturc, did the decision

makers have a total of five detailed proposals in front of them.

T

Although the average number on contacts with outside suppliers was

4.1 for each bank, in the final stages only an average of two

U v 0-5 R S Yy FRTVEL TN

proposals per bank were considered. This occurred for several

reasons.
; 1. An early decision having been made by the banks
about the specific type of arrangement they

i were interested in. Once such a preference

TABLE 5.12

|

]

1

I

f

-

;J_NA,Akgmlgggfgq.gggfAANUMB£R~GFAPRQPOSALS—SHBMITTEE*TO*THE‘BANXS‘FOR’EVAtUATlON T
}

{ Number of

Detailed Proposals

ig Type of Arrangement Submitted and Considered

; _ N[ 2 3 s | s
? On-premises system 8 15 2 1

E} Off-premises system 5 12 2 1

: Joint Venture 2 1 1

Total 15 |7 4 2 1 1

|
i
|




was indicated by the senior management, serious
proposals concerning the sarvice or equipment
procedures of other types of arrangements were

discouraged.

L

<. Salesmentis time involved in preparing the proposal.

The development of each proposal, especislly for

T

those interested in on-premises arrangements, takes

considerable time and effort on behalf of the sales-

men. Because of the difficulty involved in getting

cost and flow data concerning the conventional system,
many salesmen are willing to spend the time involved
only if they get some encouraging signs from manage-
ment that their proposal has a reasonable chance of
being accepted. This factor becomes less important
if the bank is considering the use of a correspondent

bank service for which the proposal is usually much

S — —

3. Reluctance of bank officers to spend time supplying

the needed data. Due to .he lack of written records,
most of the information collected by an outsider has

to be done in face-to-face meetings with the operations

i
7
i
)
i
i
2
i

people in the bank who are often reluctant to spend any

considerable amount of time dealing with several differ-
ent salesaen.

4., Personal biases oi the decision makers. The persons

i e A R 6 e

guiding the process and those providing the support

often have personal preferences for a specific proposal.
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-—-———-— " —interested in on-premises arrangement, are made to installations

operated by other banks. In the case where an off-premises ser-

.- »
5 In some cases, these biases are revealed only in ' 3
E.; . the final stage of the decision (to be further * ;
- B,
L discussed in the following section), but often the T
I . : 3
D salesmen know about them in an early stage of the PO
E B
P proposal devclopment and decide to drop out of the s
> G
a race. ;
‘F' ]
- 4
' c, Field Visits. Visits to existing installations are
. ’ 4
{- very popular and are made by all the people involved in the de-
b 3
i cision process whether they are in the role of guiding the process,
b [
E* providing support or collecting information. A few years ago the 1
: i
f trend was to invite the bank representatives to visit an exhibition i
b
f center, usually located in a manufacturing plant or sales office.
’!. -
L But the bankers often resented the idea of being shown a demon- !
.
3
| stration and preferred to see the equipment in actual operational .
L s i
i: conditions. Therefore, almost all visits today, for bankers ]
b 1
i —
i
i

b i o

vice is considered, visits are arranged to the correspondent bank

or service hureau.

Such visits were arranged in all the participating banks;

and, in most cases, the entire senior management, even those not

directly invelved, took part in them. The usefulness of such

a2

visits for anything but impressing the visitors is doubtful. In
a short visit, lasting only a few hours, the person without pre-

vious EDP knowledge has little chance of understanding what is

g happening and learning about operational precedures and problems

PR B SET R e




involved. In five of the participating banks, members of the
Board of Directors were also invited to visit EDP installations
and, based.on their short visit, made their decision to approve
the sutomation plan.

More useful thsn the short visits to installations are
the short training periods to which bank representatives are in-
vited even before the bank makes its decision. The programs range
from three days to two weeks, and are offered mainly to the opera-
tions officers in the bank. The person guiding the process will,
in most cases, be invited to at least one such program, if the
salesmen feel there is a possibility that the bank will use an
on-premises arrangement. In such programs, the participants
learn more about the equipment capabilities, problems of conversion,
and development of programs. In several of the banks participating
in the study, the information the bankers accumulated during the

program was all that they knew about EDP, and thus it influenced
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their final decision considerably.
Proposition No. 9: The feasibility study in the emall
bank te at best only a partial one concentrating on
the cost aspect and neglecting organizatiomal and
8ystem aspects.
Propoeition No. 10: The data collection ig restrained

by internal conditions in the bank and results in a
timited number of proposals for final consideration.

D. Evaluation and Making the Decision

Once the people involved in the process feel they have the

information they need to make the decision, the moment of commitment

approaches. By this time, for most bankers, the decision is not

NP ST IR EVNySTI S DU PP S S SN
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whether to start using EDP, but rather, which specific propossl to
choose. The decision makers know by now what type of avrangement
they are golng to use and what will be the first application con-

verted, In those cases where the president’s rolc had been one

of giving support rather than guiding the process, he will, at
this point, usually step in and take an active part in the final
decision. In most cases, the Board of virectors will be advised
on the developments, but they will not be called upon to give
formal approval until after the actual choice has beern made by

the management of the bank.

i. On-Premises Arrangement

As indicated in the previous section, the decision maker
might have to choose from one to three different proposals from
equipment suppliers. Of the numerous computer manufacturers on

the market, the five leading ones, IBM, Burroughs, NCR, G.E.

(Seec Table 5.13), with a sixth company, Honeywell, making its
first step in this specialized market. When we consider only
computers suitable for the small banks, the choice is practically
narrowed down to three manufacturers, IBM, Burroughs and NCR,
because the other two mainly offer larger computers which the
small bank either cannot afford or does not need. IBM has a
distinct lead among the three and has, for years, supplied over
half of all the computers to the banking industry. Being the

. leader in the market, IBM can often offer services that the

other manufacturers find hard to match. This is especially felt
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TAELE 5.13

COMPUTER CONFIGURATION BANKS USE BY MANUFACTURERS: (in percentage)

Bunks having Banks having
on presizes EDP $10-49 million
N=619+ Nu3g1ee
1B 58.00% 57.74%
Burroughs 20.03 16,93
NCR 11.79 13.38
G.E. 7.27 8.40
RCA 1.13 2.36
Others 1.78 1.57

* Al) sizes

** Inciuding banks using off-premise arrangements

SOURCE: ABA, 1966, Automation Survey

in the areas of training facilities, maintenance service and back-

up equipment. IBM also offers the best sales organization:/Qith
trained and experienced salesmen who have a back-up of large sales
cffices for preparation of offers and solutions for intermediate
problems. As was described by one bank president:

‘"We received formal proposals from IBM and
another manufacturer, The salesmen of the other
manufacturer would telephone us once in a while to
find if we had already made our decision. The IBM
peaple visited us three times a week, explaining the
groposal to various officers in the bank, suggesting

elp in analyzing it and consulting with the officer
responsible for the data collection. They would sug-
gest changes and additions in the proposal, and by
the time the final decision had to be made, all were
in favor of the IEBM proposal.”
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But being the largest and most active can sometimes backfire, as

happened in the following two cases. 1In the first situation, the

by president of one bank described the final decision as follows:

* *The bank was haunted by salesmen, specifically
from I1BM and to a lesser degree from NCR. But after
a short time, NCR estimated that the bank was too small
for their systéem, and therefore, dropped their efforts
to sell them a computer when we asked Burroughs to sub-
mit a proposal. The bank established an operations
committee which was supposed to look into the various
computer proposals. The IBM people met with various
staff people, including branch sanagers, operations
people and the president and presented their ideas
before this group....The feeling of the people in
the bank was that all they were getting out of the
meeting was just their evaluation of two sales pitches,
rather than two systems. People in the bank were
leaning toward IBM because IBM had sold the idea that
they were the only one who could provide a similar
service. They also indicated that the area was an
IBM area and the bank could not afford being an island
by itself. 1 felt resentment towards IBM because I
believed that the service problem was not that much of
an issue....The bank was about to make a decision to
choose 1BM when I realized that the other people were
working on the two different sales presentations rather
than two systems. The feeling of the people was that
if you decided IBM, no one would criticize you for
making such a decision even if it is wrong. I pushed
them to reconsider the whole decision. Visits were
‘ organized to various computer installations and the whole
E: decision was re-evaluated. As a result of the re-evalu-
ation, we decided to choose Burroughs rather than IBM,
although we were the first bank in this area to choose
them."
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In the second case, the president summarized it the following way:

T

br "] was very impressed with the IBM organ-

b ization, but they also scared me. he don't want

i our customer to feel we treat them as numbers, and

don't want to be treated this way by our supplier."

i This bank decided finally to choose another supplier although the

‘. . president indicated he believed the IBM offer was just as good.
Still, because of its size and services offered, IBM received

the most consideration when the various proposals were considered,

as is seen in Table 5.14.
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TABLE 5.14

MEAN CONSIDERATION GIVEN TO VARIOUS MANUFACTURERS OF EDP EQU{PMENT*

Eight 8anks| ‘Two Banks
Using Using Two Banks ALl
, On-Presises Joint Planning Twelve
Equipment Venture To Use EDP Banks
f T8M 7.7 7.7 2.0 7.9
Burroughs 5.4 8.0 6.5 6.0
NCR 4.1 6.7 4.5 4.6
RCA 2.0 3.0 4.0 2.5
' GE 1.6 1.0 3.0 1.7
. * The following scale was used:
) T L) 3 ) 3 3 T ] K]
i not only considered most
' considered briefly to some seriously seriously
at all considered degree considered considered

— e

The description of the amount of consideration given to IBM

as compared with other manufacturers varied, depending on the level
of management. Compared to the senior management, the junior manage-
ment in the participating banks felt that 1BM equipment was given
sore serious consideration. Cn the scale employed, the mean response
for junior management was 8.20, compared with 6.82 by senior manage-
ment (a statistically significant difference at a € .05 level). The

dominant role of IBM in the computer market (See Table 5.13), may

have influenced the answers of the junior management group, leading
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thewm to belleve that IBM was considered more than it actually was,

Of the ten banks which made their decision to use EOP equipment on-

premiscs or in a joint venture, six decided on IBM equipment, three

on Burroughs and one on NCR equipment.

The reasons for the final choice varied among the banks, bdut

it is important to note that the cost factor was not the only one con-

sidered or even the most important one. The main rcasons for chousing

one type of cquipment over another were:

1.

2.

—— ~ disappointing.

Experience with the bookkeeping equipment the bank
used before the arrival of the computer. Three of
the banks preferred to choose the equipmert of the
same manufacturer that supplied them their bookkeeping
equipment in the past because they were satisfied with
the service he offered. A fourth bank refused to con-
sider a specific manufacturer because it felt the

experience with the old bookkeeping equipment was

Relative strength of the specific manufacturer in
the area. Due to the lack of technical knowledge
of the equipment, many small banks have to make
the choice with insufficient data. Here, the in-
fluence of uncertainty avoidance was strongly felt.
The decision maker will be inclined to choose a
manufacturer of a machine that has already been
used in the area, preferably by another bank, and
ahout which no complaints were heard. Four of the

banks mentioned this as one of the reasons for their

final choice.
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Previous scquaintance with the specific equipment.
1f the psrson guiding the process or one of the mein
supporters had been exposed to the equipment, and
had faverabic impressions, he would push For choosing
this type of computer. In one bank, one interviewee
involved in the decision dqscribed it as follows:
"We chose IBM after our operations

officer returned from a three-week course

to which he was invited by IBM., He came

back so impressed that we had no choice.”
A similar explanation was given by two other people
interviewed in the same bank. In two other banks,
a2 specific computer was chosen because one of the

people involved in the final decision had been ex-

posed to the same typc of equipment in other banks.

Promises of help in installation, programming, and
service. The written proposals of the various manu-

facturers are usually almost identical in the description

of the services offeredggggggzgg;nk using their
equipment. The difference often 'ies in the oral
promises made by the salesmen. All will usually add
additional promises to help, especially Juring the
conversion time, which were not specified in the
written proposal or contract. Here the personal

trust of the decision maker in the sales represen-
tative, and the image the salesman gives during his
contacts with people in the bank can make a difference

ir. the final choice.
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R S, The spocific cost arrangements. Although mentioned H
tast, it is one of the more important factors as

long as considerable cost differences exist,

. 2. Off-Premises Arrangement

| - The choice heére is simpler thun the previous one. The bank
looking for an off-premises arrangement has alreuady, at this stage,

a strong bias toward choosing a specific proposal. The main factor

influencing the decisions are:

1. Previous acquaintance with the service provider. Two of
the four banks choosing a corrcspondent bank indicated that,
from the beginning, only one offer was seriously considered,
although in one case more were submitted. In both cases,
the service provider was a large correspondent bank which
had helped the subject banks on various occasions in other
matters and, therefore, had a leading place in the race to

;““‘ﬁ*"’“**’““*’*’“*“*ﬂ‘**‘*‘*offer‘tomputer'servicesr” T T T T T T T T T
2. Pre-determined bias against some proposals. It was
mentioned in Section B that many bankers fear their

competition will have an advantage if the latter

processes their work. Therefore, proposals submitted
t‘ by banks in the same competitive area arc frequently
eliminated in the final stage, This factor played a
major role in the decision of three of the banks that

had already decided on a specific service and in the

decision of two of those planning to automate within

18 months.

e M s e e
.



3. The reputation the sersv:ice providers have established
for ibewsejves. (i the e fyvive Buresu 0F ihe hank as
already providing satisfactory services to other banks
in the area, they will have a distinct advantage over
a new service bureau or bank just starting to sell
such services.

4, Cost of service. While equipment manufacturers will
usually not offer discounts, the off-premises service
provider will often do so to meet a competitor's offer.
Therefore, there will be little price differential
among the various offers, and price will not be a
major factor in the final phases of the decision.

Other factors, such as the type of reports to be supplied and help
in the conversion are sometimes discussed, but they play only a

secondary role in the final decision.

3. Joint Venture Arrangement

A bank facing the decision to join a cooperative effort faces
two different decisions at this stage. The first and most important
is the decision of whether or not to join the other banks and participate
in the venture. A positive answer may mean a large commitment of
capital, as well as an adjustment of management philosophy, as dependence
on decisions made by several banks must be substituted for independent
action. In both joint ventures participating in this study, there w2
banks that decided at this stage not to join because they didn't feel
ready to commit themselves to the special requirement of a joint venture.

This left the remaining banks with a decision of whether to continue, at
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together.  In both cases the participating banks found themselves
at this stage <o committed te the idea of using EDP through a

joint venture that they decided to stay in.

The second decision is the choice of the specific equipment.

This is handled in a similar way to that of banks deciding on on-

premises arrangements.

4. Who Makes the Final Choice

In Section C, three different roles in the decision process

were identified; the guiding of the process, the providing of support

and tie cellection of information. All three roles were performed by

members of the staff who favor the idea of automation. A fourth role

can now be identified, the role of opposers to automation among senior
management.1 Of the 19 banks which had already made their decisions,
only four indicated that there was some degree of oppositicn to the use

of computer services among senior management. In all four cases, the

opposition came from officers who were not directly connected with
operation and who were minimally involved in the decision process up to

the final stage of decision. Three of them were in banks that decided

to get on-premises equipment and, in all three cases, the opposers
believed the bank was too small to get its own equipment and that the

proiect would be too coetly for the bank. In "' Trurth race, )

1Opposition among other members of the staff usually becomes evident

only after the decision was made and will be discussed in Chapters
VI and VIII.




- deiision presented was the use of a correspondent bank servire and
opposition grew on the previously mentioned ground that the bank
would lcse the confidence of the customers.

In two of the cases, the opposition was strong and ‘nfluential

enough to postpone the final decision for six to eight months, but the :

T

F final decision was not changed in any of the cases from the one favored
by the person guiding the decision process.

As mentioned earlier the final decision is made by management
rather than by the Board of Directors. Only in one case out of

% fifteen did the Board of Directors sho' enough opposition to the

decision presented by the management to cause the postponement of

the conversion for three months. When more data were presented to

the Board, it approved the decision. |
In most cases the person guiding the process favors a

specific proposal and presents vhis specific one only. In eight ;

out of the fifteen banks that made their decision, only one proposal

was brought for final approval, although in several of them information i

was collected on more than one proposal. :
During the information collection phase, the junior officers i

involved in the process often accumulate the most knowhow in the |

bank with regard to the data. Yet the decision is made by the

senior management and depends mainly on the way the information

is presented to them. In two banks where junior officers were

heavily involved in the collection of information, they felt that

the information presented for the final decision was misleading .

and that a different type of arrangement should be considered. But in

|
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buil s2ses, tne 1nterviewer was told that they were not consuited

tn the fipal stage did they take the initiative to present

their opinions.

Propegition Bo. 11: 4} The Jitral choice of a specific
preposal from among several presenting similar coste
depends on personal preference and non-economic or

techrological factors. b, The final decision is q
biased one, (See pe 16/ -

Proposition No. 12: When the moment v eiecting q pro-
posal arrives, the decic-on maker depends on the format in
which the proposal is presented by the person guiding the
process, and will apply the rules of minimum search and
uncertainty avoidance in making his deeision (See p.15_ /.
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VI. EXECUTING THE DECISION

Once the decisions of choosing a specific proposal and
launching an automation program have bLeen made, the bank must plan
and execute the conversion to EDP. Up tc this stage the involvement
was generally limited to the senior management of the bank, the
operations officers and the supervisors. Other employees usually
learned that automation had been considered for the bank only
through rumors or private discussions with those involved. Executing
the decision calls for a more active role on the behalf of most
employees, and in this chapter their involvement in the conversion
will be discussed.

The first section in this chapter deals with the planning of
the conversion, and revicws the subjects that were neglected during
the decision process and the steps taken during the planning phase,

The second section reviews the execution of the conversion, the

problems that develop and their cause. In the final section of the
chapter the bank's evaluation of the decision process and execution
is presented, with an emphasis on the impact different evaluations

have on further utilization of EDP systems in the bank.

A. What is Involved

Many of the bank officers involved in the decision process
believe that once the decision to choose a certain proposal has

been made, the whole issue of conversion becomes an operational
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problem which should be left to the people directly involved,

mainly the operations officers. Due to the way the decision

process was handled in most¢ bhanks, the people responsible for

o o am ——————
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the conversion often discovered that some issues which are
essential for a successful conversion were left unanswered.
Several of them, when interviewed, considered the decision
process, up to this point, as thc easier part of the change

compared to what had to be done during the planning and

execution of the change. g

Typical topics which were hardly touched by the decision

makers until after the decision had been made weze:

1. Resistance to changes from three different groups:
management not directly involved in the decision
process, non-management employees, and finally
customers. The questions included under the

typic of resistance to change are: a) why does

Py

it develop; b) what forms does it take; and ¢)

whﬁt isrtﬁe best wayrtordcal with it.

2. Need for training in the bank. It was emphasized
several times in Chapter V that the small bank suf-
fers from lack of knowledge of the technical and
operational aspects of EDP. For those banks that 3
use an off-premises arrangement the need for technical
knowledge declines, somewhat, once the decision has been
made, as the service provider takes care of most of the
cquipment problems. On the other hand, for the banks
moving in the direction of oh-premises computer, the neeu
for technical EDP skills increases once the planning

starts. In all cascs there exists the need for opera-




tional training of those employees whose jobs will be

effected by the conversion.

3. Studying the organization. Because of the fact that

during the decision process only limited effort was

put into the investigation of the existing process,

the person(s) responsible for the conversion has

to collect information on the existing system before

he proceeds to the planning of the change. A detailed
analysis of current operations indicating the flow

of information from its entrance int6 the system to

its final disposition has to take place. The sources
of data, where and how they can be obtained, have to be
determined as well as who is going to be effected.
Although membcrs of the staff know all this information,
putting it on paper for conversion purposes car take

considerable time.

Regardless of the form of automation chosen, the con-
version planning and execution require considerable
amounts of tim2, especially on the part of the operations
neopte. burine the decision process the people involved
usually continued with their regular daily activities in
the bank. Once the decision was made those directly
involved found that the demand on their time increased
steadily and uAless they devoted all their time to the
conversion, the process would suffer during the execution
of the conversion.

Each of the four areas is discussed below.
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. Resistance to {hange

Empleyee resistuance to change is gencrally considered to
¢xist in every organization, and is an important inhibiting factor
in the adoption of technological change. Professors Mann and Hoffman
believe that most technological changes involve a cyclical process

which runs as follows:

(1) "The human problems are rarely recognized by
the top executives until the change procedure
has begun.

(2) During this initial period certain groups and
individuals begin to express misgivings about
the new functions they will be expected to
perform.

(3) Faced with this problem of human resistance,
the changers assume that insufficient under-
standing is the cause, and the emphasis shifts
from technical problems to ways of increasing
the flow of information to those involved in
the change,

(4) With the personnel problems diminished through
increased communication and participation, the
changers once again turn their attention to
technical areas only to have personncl problems

--cmorge once-again. -And so the process goes.'
(Mann and Hoffman, 1960, Pp. 194.195%)

In many respects most of the banks followed a similar cycle
during the period of planning and cxccuting the conversion. In most
of the Lanks the degree of re,istance to change was described as
minimal at the employees level and was only a sccondary issue
among management. But ot the fifteen banks which exccuted the
decision, twelve reported some degree of resistance (See Table 6.1),
In eleven of the banks the resistance Involved management people, while

in six of them, employees were involved., It ls important to note that

ot
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TABLE 6.1

NUMBER OF BANKS WHERE RESISTANCE WAS FELT DURING THE CHANGE TO EDP

Management

Emplovees | Management and No

Resistance | Resistance| Employees | Expressed

Type of Bank N Only Only Resistance | Resistance
Using on-premises EDP 8 - 4 3 1
Using off-premises EDP 5 1 - 2 2
Belonging to a joint venture 2 - 1 1 -
Total 15 1 5 6 3

in every bank it was made clear to all employees that even if jobs

were tliminated as a result of the conversioi, no one would be fired

or lajd-off.

from the start. In one bank, however, during the early stages of

~information collection one of the people involved in the process

Thus, an important cause for resistance was eliminated

mentionod during u lunch break that if the computer were used many

jobs would be eliminated.

rumors started and many employeus became restless.

According to the president cf the bank,

The rumors

spread to other barks in the area and finally reached the president

of the subject bank *hrough another banker.

Ho had to call a meeting

of all employoes to promise that regardless of the decision made about

the computer no one would lose his job.

a.

occurred, it was attributed to three major factors:

Causes for Resistance.

Information among the employees not involved in the process;

In the banks whore resistanre

the lack of

g e
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resistance to Jearning new operation methods and new techniques;
and the fear of losing prestige and power in the structure.

Many writers have warncd about the importance of providing

information about the change. tatements such as "being in on....

company information is also a high area in fulfillment of neceds
of personnel in lower management," (Porter, 196}, p. 1&) or,
“Resistance can be expected if the nuture of the change is not
made clear to the people who are going to be influenced by the

change" (Zander, 1950, p. 10) appear in almost every article or

book dealing with change. It was surprising, therefore, to discover

how little information was furnished to cmplovees during the process.
Only in one bank were the employees given formal notice before the

decision was made about the possibility of automation. In over

half of the banks, the post-decision information supplied to ’
employees was limited to the technical aspects of the conversion

and lacked an explanation describing the impact on the hank as a

whole. In most banks, whenever information was given cut to the

employees, it was donc through the initiative of the person(s)
responsible for the conversion in response to a specific problem
rather than as part of planned policy by top management.

The second cause was even more evident in the bapks visited.

The conversion tu EDP means that the employees must get adjusted
to changes in input forms, new methods of processing material, and

new forms of output. The most significant change is in the area of ‘

- - . ’ |
customers' records. Whereas information used to be posted on ledger :

sheets, with one sheet for each customer, as a4 result of EDP, items

are now posted in a daily journal. If more than information on the

latest balance is sought for a specific customer, the cemployee must
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go back to previous journals. This can be inconvenient when a
specific transaction has to be investigated.

Employees in the bookkeeping department were the most
affected as some of them had to move into new jobs, or adjust
to new working conditions. Complaints were especially heard
from the old-time employees, who had spent all their working
lives using the same system.

There were fewer cases where fears of losing authority,
power or prestige caused resistance. But in the five banks
where such resistance was evident, considerable problems erupted
in the execution of the conversion. In three of the five banks
in which on-premises EDF was installed, the head of Lookkeeping
or the officer responsible for operations felt that his job had
been taken over by the person in charge of the computer who was,
in every case, younger and newer in the bank. In two of them,
the head of bookkeeping finally resigned from the bank, while in

the third, the operations officer was, for all practical reasons,

by-passed and, instead, the computer man dealt directly with the
senior vice-president. In two of the banks, the objection came
from the branch people who were afraid of the centralization features
of automation. One bank combatted the resistance by finally putting
the branch managers or the planning committee for conversion.

In all five banks, where the third type of resistance ex-
isted, top management, i.e. the president or senior vice-president,
had to become involved before the problems were solved.

b. Forms of Resistance. In the banks reporting resistance,

various forms of it were evident.

b el e A
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a. Insufficient attention given to preparation of inputs for
the camputer which resulted ir crrors and delays. This was
thie most prevalent complaint by the operation peoplc
recponsible for the conversion. Although it might have
been caused also by insufficient or ineffective training,
several of the officers interviewed attributed it to
resistance rather than training.

b. In-shop complaints accusing the computer of making
mistakes or of not performing the jobs promised. The
complaints were circulated among the employecs concerned
and, in some cases, were also cxpressec to top management.
In the former case, it worked mainly to reduce morale,
while in the latter, in at least two banks, it caused
enough concern that top management made inquiries among
the computer people.

c. Ignorirg the computer output. This form of resistance

. __ _was attributed mainly to management personnel, whose — - e
resic.ance was more passive in nature. Those taking
this attitude preferred to use the old sources of
information and would consult computer output only
when forced by circumstances.

A fourth form of resistance, that of (omplaining to customers
about the usefulness cf the computer, was reported in large banks,l
but was not evident in most of the small banks. The emplovees of the
small banks preferred to direct their dissatisfaction intermally

rather than externally. One explanation might be found in the

1Unpublished study of a large metropolitan bank by Vaughan & Porat, 1966,
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family type resationship within the smaller bank, (See Chapter III)
where the employees feel greater loyalty to the organization and
prefer to solve their problems within the organization, giving the
customers an image of a single unit.

Proposition No. 13: a) Resistance to EDP change in
most banks is sharply reduced due to the no-layoff-
due-to-technology policy which 18 almost unantmously
adopted. b) Bmployees generally are not formally
and eystematically informed about the automation
program. ¢) Reststance due to change of distribution
of authority and responsibility is the most difficult
to overcome and requires action by top management.

d) Other problems of resistance are usually handled
informally at the operations level rather than formo?7y
at top management level.

¢. Customer Resistance. The move toward automation had

two major effects on customers. The first was that accounts were
numbered for identification purposes instead of using the name of

the account as an identifying device. The second was the introduction
of encoded checks and deposit slips which could be used only for the

specific account bearing the encoded number on the check or deposit

slip. In the early days of automation, many customers were dissatisfied

with those two innovations, especially the second one. Together with
early programming pioblems in some banks, the two changes caused an
undetermined number of customers to move from automated banks to non-
automated ones.

In the last couple of years, this form of customer resistance
almost disappeared. Bankers will still mention cases of a few stubborn
customers who refuse to use encoded checks or deposit slips, but it has
ceased to be a serious problem for banks. Only in one bank did
customers' resistance become a serious problem when the bank changed
the form of the monthly statement from a detziled one to one listing

only the beginning and end balances and number of transactions, often

s & t——ok A 2} -, s - - 3
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called the '"Bob Tail' statement. The bank was located in a small town
where the two other banks kept using a full statement, and bhecause of
customers' objections and transfer of accounts to rival banks, the

1 bank had to return within six months to the use of the full statement,
Proposition No. 14: As long as the form of reports

to customers and accuracy of reports are not drastic-

! ally changed, customer resistance can be expected to be

’ minimal, The conversion can therefore be considered

as an interngl affair having little impact in the short-
run on customer relations.

2. Training for EDP

Following the decision to use a given arrangement, the need
for various types of training and education arises in the bank. The
need for training varies with the level of the employee, his job in
the bank and the specific arrangement chosen. There are, however,

certain training issues which are common to all banks deciding to

“is general knowledge of what the computer is doing and what it can

do for the bank; and the second is training in those aspects of the
person's job which will be effected by the conversion.

; In a recent study (Table 6.2) 396 bank officers in banks
3

- -y A T

which converted to EDP were asked what types of training would be
most useful at various levels in the bank. Their opinions were

that at the management level, general understanding of computer
capabilities is most important and this was closely followed by

the need to iearn how to read and interpret computer output. On

the clerical level, training in preparation of input for the computer
: was described as most needed and was followed by the need to learn to

read and interpret computer output. The supervisors, who usually
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are the first to receive output from the computer before it is further

distributed up or down the organizational hierarchy indicated the most

needed training to be the interpretation of output followed by training
in order to understand the capabilities of the computer and training

in preparation of input.

Although the above results indicate that the desire for
training exists, very little was actually done in the banks. Especially
lacking was the training in those banks using off-premises services.

In none of the five banks in this group was any formal training program
conducted. The closest thing to training was the explanation of the
new output forms to the supervisors and tellers, and the preparation of
input to those directly effected. Nou training or briefing was given
regarding the capabilities of the computer or its information aspects.
In the two banks belonging to a joint venture, the computer center
managers took the initative to visit the participating banks and
explain the basic features in tho system., But only in one of the two
In banks using on-premises services, a certain amount of

training was required and given in the computer department. This
training was technical in nature and directed toward non-management
employees in areas such as keypunching and input preparation. Many

of the banks in this group tried to rely on cxisting employecs to staff
the new computer department, All of them offered aptitude tests

to those employees interested in learning about EDP, and those scoring
the highest were given on-the-job training or were asked to attend

EDP night ceurscs given by local chapters of the professional
associations. In two of the banks this effort to utilize "in house"

resources had serious consequences for the bhank, for the people chosen

e e — L
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proved to be incapable of doing the job, and the success of the
conversion was in doubt until an outsider was brought in to manage
the computer center. As was the case of the banks using off-
premises services, none of the banks in this group made any effort to
train or educate managemenf people in the use of information and
reports., A typical description of these situations was given by

one computer manager who was brought from the outside to run the

center.

"I feel that the people in the bank do not know
how to use the computer reports, or what they are sup-
posed to request from me. I know of several reports
that would be useful to the people on the floor but
they never ask for it, and I am not going to push it
down to them."

In another bank using off-promises computers, the cashier

sunmarized the situation.

"We do not have snyone (at middle or top officer
level) who has had expsrience with computers or knows
how to use them, We surely could use such an officer,
but I don't suppose it will happen in the near future."

because of the lack of places to get such knowledge. It is more
a result of the lack of consideration given to the subject by the

decision makers and top management, and the lack of understanding

of the importerce of the issue.

Proposition No. 16: a) Training and educational
programs in EDP receive only minor attention from

the decision makers; b) It is limited to solving
technioal-cperational problems rather than inoreasing
the g:g:ratanding and utilisation of the somputer in
the .
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3. Studying the Organlzation

The person(s) planning the conversion should aim to uachieve
a combination of several goals., One is to utilizc the conversion
period for executing those changes which will be of most value in
increasing efficiency and reducing cost. A second is to minimize
those changes that might arousc resistance from employees, The
third is t¢ plan a conversion which ¢an be exccuted us smouthly
as possible with minimum negative effects. In each conversion
the ideal plan to achicve the optimum combination of goals might
vary depending on local circumstances. Yet, In every case o
careful mapping of how the present system looks, how the converted
system will look and what changos are necessary will help con-
siderably in achieving these goals.

The following ure some of tho items for which information
is neoded:

1. The reports and output received under the old syste

and those requested from the computer.

2. The forms used for recording information and trans-
actions and preparing inputs for the processing unit.

3, The volumes of data flow at various periods of time.

4, The routing of data flow,

5. Roles of the various employees involved in the procoss,
the tunctions they fulfill, the skills they need under
the old system and those needed under the automated
system,

6. The time factor involved in varlous phases of the process,

such as reports due, statoments cycling, ete.
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7. ‘The supplies on hand and those needed for the conversion
and post-conversion periods.

8. The types of equipment to be eliminuted, changed, or
added as a result of the conversion.

9., Cost of the conversion plan and execution.

10. Responsibility of management and non-manugeq«nt employees
under the old system, during the conversion and once the
system is automated.

In the four banks using a correspondent bank service, the
data collection on the above items wus carried out under the in-
structions of tho service provider. The role of the subject bunk
became & rolatively passive one, that of supplying the information
and following the instructions of the service provider. Tho only
difficulty mentionod was that certain types of information were not
readily available, making it difficult for the planner who had to
work without them.

7 " For the cight banks using on-premises arrangements, tho
information collection becamo more involved and problomatical,

The people responsible had to design their own system, and even where
help was received from the equipmont manufacturers, the burden foll
mainly on the people inside the bunk. In threo of the banks whero
new people were hired to exocute the convorsion and manage the new
facilities, some difficulties in obtaining all the necossary data
were e¢xprossed. In four of the banks tho poople responsible stuted
that information collection was, at this phase, lacking and, as such,
had caused inefficiencies during the conversion period., The inability
to do 4 good Job in studying one's own organization was explained by

the inexperionce of the person(s) responsible for the job, the time

|
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pressure under which the conversion was planned and, finally, the lack

of understanding of what the new system was supposed teo achieve,

4, Commitment of Resources and Time

The length of time between the decision to use EDP and the
first succossful run on the computer depends on several factors:
1. The type of arrangement chosen by the bank.

2. Theo need felt umong the decision makers in the
banks as to when computer services are needed.

3. The amount of resources in monoy and pouﬁle mn-
vestod in the conversion procoess,

From Table 6.3 wo note that the uverage length of time
needed for executing the decision was shortest in the bank using
an off-premisos arrangement, It snvuld be noted that the bank
that converted within & month and a half after the decision ran

into considerable problems and had to convert the suame function

TABLY 6.3

LUNCTH OF TIMU BETWLEN THE FINAL DECISION
TO AUTOMATE AND THE FIRST CONVERSION

Average
Length Runge
Type of bBank N in Month in Months
On~promises LDP 8 13.2 G 17,0
Off-premisos LDP § 3.4 LS - 8.0
Joint Venture a 10.8 8.0 - 13.0
Total 15 8.7 1.9 - 17.0

T
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twice, 2 But the remaining four banks had only minor problems
during the conversion which were not attributed to the time
element. The main reazon being that in the four cases the

] service provider had considerable experience in converting

other banks, and unexpected problems were minimal.

L

- In comparison it took the banks using on-premises
4 arrangements an average of 13.2 months to achieve the first
; succossful run, The maln reason was the time required for

j; supplying the equipment from the manufuacturer, as the average

length of time beiween the urrival of the equipment and the “irst
| run wad close to three months.
) During the period between the decision and the conversion,
. at leust one person in the bank had to spend all his time on
conversion planning and preparation. In most of the banks addi{tlonal
people were involved full or part-time, In the banks having their

own computors, un average team of throe poople wus invelved in the

preparution for the computer, while in the bunks using off-promises

arrangomonts the averuago wus 1.5 persons.

This demund on the time of their employves caused, in

sevoral banks, complaints from top management und tho operations

people. The nature of bank operations is such thut most of the

work hus to be done on a daily basis and cannot be pustponed for

longer periods, und the removal of key operations people from the

dully operations causod pressure on other employees and manugement.

2500 Pp, 141-143
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5. Who is Responsible for the Conversion?

At the beginning of the chapter it was indicated that in
many of the banks the senior decision makers considered their jots
complete once they had chosen a specific arrangement. At this point,
they felt, the problem becomes an operational one and should ve

handled by the operations people. This attitude opposes the one

taken by many management consultants and experts in the field.

In & study by McKinsey and Company of 27 large firms, one of the
major conclusions was that '"computer-systems success is more heavily
dependent on executive leadership than on any other factor. No
company achieved above-average results without the active partici-
pation of management.' (Garrity, 1963, p. 13)

In six out of the ten banks in the present study, the planning
of the conversion was done by a junior officer, and only in two cases
by a senior officer (Table 6.4). In nine of the fifteen banks, the major
responsibility for planning or coordinating the conversion was removed
from the person guiding the process prior tc the decision, and trans-
ferred to persons at a lower level or to newly hired people who were
EDP experts but lacked familiarity with the bank.

A1l four banks that decided to use a correspondent bank
computer left the entire planning to the representative of the
service provider, and had only & liaison man in the bank to
coordinate the activities.

In all but two banks the planning and responsibility of
execution was the work of a single person in the bank (Table 6.4).

Only in two banks was a committce formed to plan the conversion.
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Propoaition No. 16: The ugse of outside help during the
convergion period g limited to help and advice received
from the service or equipment eupplier. No effort ie made
to recruit any cther help or advice.

Propcettion No. 1?: The planning and execution of the
conversion ig perceived as an opeérational problem.

Senior management, ocutside the uvperation department,

rlays a pageive role Juring this period.

B. The Conversion Period

1. Possible Approaches to the Conversion Problem

When a conversion is planned, a number of decisions have to

be made with respect to the approach taken in executing the conversion,

Several of these decisions are common to all banks, regardless of

what type of arrangement is used, while others are directly related

to the specific arrangement chosen.

Those decisions common to all banks include °* following
questions:

" " a) Should an exact time table und step-by-step conversion
plan be cutlined or shculd the problems be approached
one at a time, moving to a next step only if the
previous one is satisfactory, with no time constraint?

b) Should the conversion of a given application be done
in sections or should the whole function be converted
at once.

c¢) Should there be a parallel run of the old system until
the new system runs smoothly, or should the conventional
system be dropped at the time the new system starts

operating?

{1 —
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d) Should more than one function be planned for conversion
at the same time?
In banks using on-premises EDP or belonging to a joint venture the
following questions arise: )
e¢) For a given function should the center utilize
existing systems and programs {canned programs)
or should it write new programs based on its
own needs?
In banks belonging to a joint venture one further question arises:
f) Should all the banks belonging to the center convert
a given function at the same time, and if not, in
what corder and over what period of time?
Some of the above questions were already covered in earlier
sections and will be mentioned here only briefly; others will be

discussed in more detail below.

a. Detailed plan or the '"stepping-stone" approach. Only

decision period. In some cases a general idea of the dates for
conversion was given, but in others the decision to automate was
more of an approval of the idea and the specific arrangement
rather than an approval of a plan and a timetable. For the banks
oruering on-premises equipment, the date of conversion is often
determined by the delivery date of the equipment, while by those
using off-premises service it is often determined by the service
provider.

Although it would be expected that a detailed timetable
would be set, in order to avoid the cost involved in keeping

idle equipment, over half of the banks preferred not to establish
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such a time*able, or to feel committed to one even if it was estab-
lished. This was especially true among the banks that decided to
convert in sections, determining the conversion date for each

’ E . section only after the conversion of the previous section was

| successfully completed.

b. Converting by sections or all at once. Both approaches

G

have their advantages and disadvantages. When a bank choouses to
convert a given function by sections, the possibility of "bugs" in

the program effecting the daily operations is limited to only part

of the accounts involved. Another advantage of this approach is

that the staff involved learns as it moves along with the conversion
and can improve the system throughout the conversion. The disadvantage
is that operations of a given function are separated into two systems

which require two different staffs, causing problems similar to the one

evident when a parallel run is used.

Of the 15 banks, eight chose to convert a given function at

once, while of the remaining seven, four converted the first function - - -

by sections according to the ledger books and three converted by
M applying it to one branch at a time. No significant difference in the
success of a conversion could be attributed to the approach taken

by the banks.

¢. The use of parallel run. The parallel run of the old and

new systems is used to check the new system for errors and the old

system can be utilized as a back-up if difficulties develop in the
automated one. There are two major disadvantages for using a parallel

run. One is that each item or document has to be processed twice.

i
i
1

!
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This puts a time and resources pressure on the bank, especially if
the conversion is of demand deposits where output is needed overnight.
The second is the problem of balancing the outputs of the two Systems
for comparison purposes.

Seven of the banks did not use any parallel run, while of the
remaining eight banks which tried to utilize it, three had to drop it
within a short time because of the difficulties mentioned above. It
was generally agreed among the bankers that the utility of a parallel

run for more than an initial check of the output is doubtful at best.

! d. How many functions to convert at once. As was mentioned

in Chapter V, most banks make an automation plan for only one function
! at 2 time. Of the seven banks which decided initially to convert
more than one application, six started to plan the conversion of the
second application only after they felt the first was running success-
fully. Only in one of the banks were the two applications converted
. ___ simultaneocusly and on the advice of the correspondent bank providing..
the service.

e. Usage of ''canned" systems and programs. This question

applies only to banks using on-premises EDP or belonging to a joint

venture. None of the ten banks in these groups used exclusively

canned programs, although four of them modified existing programs

for their own use. Six of the banks started their system design

almost from scratch. They believed their problems to be different

from those for which the canned programs were written, and that it

would take too much time and effort to modify the existing programs. .
All of the banks had started their programming efforts before

the equipment itself had arrived, but only one had completed and tested

the programs on someone else's EDP before the installation of its own
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equipment. This bank was ready tc convert as soon as it received
the computer. The writing of one's own programs proved to require
considerable time, always more than was originally anticipated. At
the same time it helped the people directly involved to study the
new system and its use.

f. Which bank to convert first. In both banks belonging

to & joint venture, the conversion of individual banks was done one
at a time, and in both cases the bank closest to the computer center,
geographically, was the first to be converted. As it turned out,
every bank in the two groups was willing to give another bank the
honor of the first conversion and that of cleaning the 'bugs'" from
the program. While lengthy discussions might be spent on determining
the order, its impact was not considered by the banks to be of major

importance.

2. What Goes Wrong in a Conversion and Why

.In _several -of the participating banks, problems developed
during the actual conversion. In most of them, the problems were
related to the inexperience of the employees of the bank in pre-
paring the input for the computer rather than to the system itself.
While in three of the banks it took several weeks to cvercome such
problems, in most of the others it was solved within a few days.

Two of the banks experienced much more serious problems
and one of the two cases is described below in order to outline
some of the mistakes made before the conversion started.

The bank which decided tc use a new service bureau attempted

the first conversion only 45 days after the decision was made. Planning
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the conversion was left to a supervisor hired during the decision
i period specifically for the purpose of supervising the automated
! functions in the bank. The following interview quotes explain
' what happened.
The auditor of the bank gave the following details:

"We tried to convert all the accounts at once

at the close of a business day in the middle of the week.
And the next morning, after working all night, we dis-
covered we would never be able to do it. We discovered

} we didn't have the appropriate forms set up and were miss-
] ing the appropriatc information to do such a conversion.
]
l

Our biggest discovery was that our ledger accounts were
not numbered, and we had first to number them, and then
plan the conversion. We had to tell the executive vice-
b president in the morning that we couldn't do it."

The executive vice-president who, like the auditor, had no
previous EDP experience explained:

"The conversion was planned by the supervisor
of demand deposits, the cashier and the auditor of the
bank. 1 saw myself responsible for the conversion but
the work was done by my subordinates rather than by me,

“"The first time that we tried to convert was on
a Wednesday afternocon, and it did not work because we had
too short time to complete the conversion. The second

—------time; we trisd to ¢onvert on a Friday afternoon which gave
us a whole weekend to get the bugs out of the operation.
And, the second time we still had a lot of problems which
resulted in about 40 per cent rejects, which made it almost
impossible to use the computer. For about a week we were
not able to return anyone's checks even if it was not paid
for, because we feared it might be our mistake rather than
an unpaid balance. This was the time when many in the bank
suggested dropping automation altogether. But I suggested
measures to move to self-posting on-premises and sent
it to the computer center afterwards (parallel run),.

It helped to reduce the percentage of rejects to about

five per cent and a few dropped later to only two per
cent."

The bookkeeping supervisor, the only person in the bank .

i G 4

with previous EDP experience, saw it from a different point of view,
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"I was very dissatisfied with the help we received
from the computer center., [ feel that was one of the reasons
we had to do the conversion twice. [ feel that some of the
problems in the first conversion were a result of the
initially bad system which the bank operated before the
computer time., I believe that if this syvstem would have been
better there wouldn't have been that many problems in the
conversion.'

This interviewce was not sure who the officer responsibic

for the conversion was. He thought it might have been the cashier

but said it was never clarified.

After the first attempt to convert failed, several officoers,
including the cashior and the auditor, wanted to return to the manual
system and drop thoe EDP ides altogether. They claimed that the bank
accounts were off by $6,000, although it turned out that the actual
difference was closer to $100., When the senlor managomont discovered
it was possible to reduce the number of rejects and that the differences
were minimal, thoy overruled the objections of middle management and

docided to go on with the conversion.

mistakes made in this casc:

a) The lack of recognized authority at tho top level,
which would supervise or closely follow the execution
of the decision,

b) The inexperionce of a now porson in the bank who was
not familiar with this bunk's operations.

¢) Lack of experience of the servico provider.

d) lLack of detalled planning of the conversion.

e) Time congtraint imposed by the short span of timo

. between making the decision until the first conversion,

Tho abovo quotes and other evidonce points toward some of the ...

P
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C. Post Evaluation of the Proceu3

None of the banks visited conducted any formal post-evaiuation

of the decision process or of the results achieved., Therefore, it way

B Laaniaila el

¢ necessary to rely on opinions of individuals in arriving ut the hankers!
é evaluation of their own docision.

) Most critical wero the officers in banks moving toward on-

‘ premises arrangement. Only in ono out of eight banks Jdid the officers

I interviowed state that they would haveé done the same if they had to
repeat the decision. The major criticism was that not enough time

¥ and resources wore allocated to the pre-decision investigation and

g conversion planning, In four of the eight, the people directly

! involved emphasized thut, based on the experience they gainod, they

w would advise others to move much slower. In two other banks serious

doubts were voiced about it being the right decision to get their own

“If 1 had to start it all over again, I bolieve !
would have heen much moro cautious and not rush into our
owni computer operation. 1 would flrat survey the area und
discuss with other bankers in the area the possibility of a
joint venture or some cther concentration of efforts in EDP,

We imposed too much burden on ourselves by having our own
computer."

3Thu section summarizes the post-evaluation as reflected by the bunkers
themselves, Chapter VII1 will include evalustion of the results and wil)

rejate them to the behuvioral concepts und the hypothesis discussed in
Chapters 1 and 11,
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A junior officer in the same bank further expressod his
opinions on who should get their own computer.

",..unless you have the money to support u program-
ming staff and systoms staff tho computer operutions is not
u big money saving proposition, Of course, you need to be !
of 4 cortain size bofore you con afford huving such u stuff !
and we dre too seall...In muny casesn the poople (employees)
vould teli the customer the computer made u mistake not
uiderstunding that the reuason it fulled is because of op-
erations foeding in {ncarrect iaput.” -

Other criticism was directed toward the education and support
solicitod during the dovision und conversion perlods. Several] oper-
atiohs people sald that as u result of not cnough attention glven to
this subjoct, thoy hud difficulties utiiizing HDP in the best possible
way., As one BDP manager put it.

"OQur experience to date wus not too plensing.

Wo moved tuo quickly and the provess lnvolved u tremendous

amount of work by key people In the bank. Sometimes | feel

un Lt we were working for the cocputer center ruther than vive

vorsd, Wo were warned thisv would huppen but did not belleve

{to . omuybe we should have gone to a correspondent hunk "

Although the benefits from using 4 computor service of a

_vorrospondent bank might be less, there seems to-exist less dis~ S

sutlsfuction among bankers In this group. None of the foeur bunhku
using this typo of arvangement voleed any eriticham or dianatinfact fon,
To summarize, the post-cvaluition suggestions are mainly
directod toward the execution of the decislon, und only In u few cies
I8 the declslon iteolf yuestioned, 1t s important to note that in
tho bunks Included in the wtudy, the whole experlence was still now,
and, as o rosult, post-ovaluation eftforts were Jimited,
In this and the provious chupter the decision process, the
deciulon itee)f, und the converslon were reviewed.,  Based on the data
presented In the two chapters, a descriptive deciston model s

out lined in the following chaptor,




VIl. THE DECISION MODEL - A DESCRIPTIVE APPROACH

i
A bank interested in automation has to go through a %

nufibér of phuses before u decision is made. It is assumed
that the process can be broken down into a series of sequential
ucliviy or questions tou be answered, Bach bank goes through the

process as a whole only ovnce, unless the process was atopped

R ———— e e Y T T
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before u positive decision to automate was made, In this case,

the bank might start the process again after some time due to
the appoardnce of new triggering cues. Although for the indi-
viduid! bank it s a one-time decislon, the various phuases and
actions ure common to the majority of banks going through the
process and, therofore, it is balieved the decislon process can .
be described in & model,

i This chapter inciudes three sections: the first outlines

the madel fur the docleion process up to the point of decision S

through the conversion of the first applicetion. The middle

soction describos the process of seeking and getting support.
The third section ocutlines the model from the point of decision
through the conversion of the firat application. As un example,

| the decinion process followsd by thres of the banks is prosoented

1
in uppendix b, utilizing the descriptive model outlined in this
chaptor.
A, Phuses in the Decision Process '
It Ly pot necessury that a glven bank move through all ’

the phases in the model, but It is assumed that the process will

146
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proceed from the starting point (1) and continue following a given
route until it reaches one of the two terminal points (19 or 33),

A given bank might collapse two successive phases into one when its
management describes the specific route they chese. In other cases
a given phase might have been irrelevant for the bank and, therefore,
the activity at a given phase might be described as zero, but the
bank is still following the route and does not need to relate itself
to phases not described in the model.

The model was developed in the following way. The actual
decision process for each participating bank was outlined in rough
form, using the major parts of the process described in Chapter V.
These actions were broken down further into phases of two different
types. The first one is referred to as an "action'" carried out by any
of the people involved in the process. The second is a "question"
phase where the person(s) involved had to make a positive or negative
choice before he could move to the next phase.

__The result is the model outlined in Figure 7.1 which consists

of 33 phnses.2

1. (B) Triggering Cue. A triggering cue is needed to
initiate the process. In most cases, it is in the form

of 4 proposal to supply a computer or computing services

UIn the text the number refers to the phase number in the figure. Ine
letter in parentheses refers to the type of activity: A - Action; Q -
Question; E - Entry; T - Terminal. Next to the title of each phase the
precoding phase(s) is recorded, and in the description of each phase or
at the end of it appears the succeeding phase(s).

¢ Figure 7..
The different types of phases are indicated as follows:
“Action" - a rectangle(___Jwith one arrow leading out.
"Question" - an ellipse (- —with two arrows leading out, one marked
Y (for yes) and the other N (for nol.
Entry point - xmc——rwhere the process or subprocess starts
Terminal peint - ") where the process or subprocess ends
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from & service provider or equipment manufacturer, as

. was the case in 15 of the 23 banks in this study. (Table

Y

$.3) In the sincrity of cases no such outside initiastive
could be identified although it is believed that at least

some outside contacts were made in all cases. (Move to #2)

2. (Q; Are their operational problems? (From #1) In Table

1 5.2 operational problems are identified as the main reason

for considering automation in the bnnk.3 Unless such
problems exist at the time the outside contact is made,

or it is feared they might soon arise, there is little

i chance for the process to proceed. (Move to #19 if no; to

#3 if yes)

3. (Q) Should automation be considersd? (From #2, #5, #16, or #18)

| This question arises several times throughout the process. In

H S —  each case the persons-involved have to determine their interest—— — —
in EDP and their willingness to invest the resources of time

and money in investigating the possibility of automation. The

answer to this question is usually the responsitility of the

perscn guiding the process. The first time he fuces it is

when opsrational problems become evident (#2). If he does

not consider automation as a possivle sofution, a move is

;; nade toward examining the possibility of modifying the

!

‘: existing system through some other method. (#ove to 716)

f 3'r'he decision process applies to those banks deciding to consider f

EDP due to operational preblems, which is the case for ost banks.
In the limited number of cases whers the bank initiates the process

for other reasons some deviations irom the described process might
oceur.

[ORP
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The decision guider might face the question again if he
discovers that no other modifications of the .xisting

system are evident (®*16 = No) or that the results of

i The question might arise again even if it has been

Lin g

decided to consider automation. This happens after it has
been discovered that the solution of automation does not
fit the goals and expectations (¥5) regarding a specific

function.

A positive or negative response to the question

depends on seeral factors discussed in Chapter V, s..h
as che degree of pressure of operational problems, the
amount of contact with outside interested parties, the

exposure to automation in literature and discussions

S —

e e T

with other bhankers. Witl: the increasing role of EDP
in banking it can be assumed that once the operational

problems arise and outside coutact is made, an increasing —

nunber of persons who are facing the questions will decide
to answer the question with a yes, thus moving on to
phase #4,

This is also the phase where the person involved
considers for the first time what he expects from automation

and what he believes its impact will be on the bank. (If

yes, move to #4; if no, move to #16)

the conventionzl modifications are unsatisfactory (#18 = No). :
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, ____ #3); otherwise, the next stepwill be to solicit support — —
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4. (A) Determine Svecific Functions. (From #3) It was

emphasized on p. g4 that in mest cases only one or at most
two functions are subject to the initial consideration of
automation. In most cases, the selection of functions io
oe considered for automation is considered an easy one for
the person involved and is determined by the operational
pressures. (Move to #5).

5. (Q) Will automation meet goals and expectations? (From #4)

Once the person guiding the process has decided to consider the
possibility of automation he starts to develop a set of goals
or expectations. Before support is solicited from top manage-
ment or other key personnel in the bank, he has to determine
whether cr not the possibility of automation meets his goals
and expectations and those of the men from whom support is
requested and needed. If doubts arise at this phase, the

whole issue of automation will be reconsidered {Return to

of the idea., (Move to #6)

6. (Q) s there support? (From #5) Up to this phase the only

one taking an active part was the person guiding the process,
and the activity was limited mainly to a thinking process. In
order to develop the process any further, additional persons
are needed in the role of support givers. The piocess through
which a support giver decides to give or hold back is described
in subprocess A, (See Secticn B). If the support is given, the
next phase is to identify the specific type of arrangements to

be considered (to #7); but if there is no support, further
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information to justify the basic notion of automation has
to be collected (to #14).

7. (A) Identify type of arrangement. (From #6 or #15) The

initial consideration of automation (#3) gave the people in the
bank some information on what types of automation arrangements
are available in a given area. Consideration is given here,
not necessarily to a specific supplier of equipment or EDP
services, but rather to a type of arrangement such as on-premises
or off-premises. In Chapter V, five types of arrangements, four
major and one specialized, were reviewed. In some areas not
all of the arrangements are available, but in almost all cases
there is a choice between more than one possible arrangement.
Usually only one type is selected for consideration at a
given time, utilizing in the selection only minimal formal

information, and emphasizing informal talks. (Move to #8)

expectations? (From #7) The goals and expectations considered
are heavily dependent on the general, non-automation goals

and expectations of top management in the bank. For example,
if top management is suspicious of the larger banks in the
area, and has the goal of remaining independent, it will be
reluctant to consider a correspondent bank EDP arrangement.4

(If yes, move to #9; if no, move to #20).

9. (A) Collect information and proposals. (From #8, #27, #21, or *#10)

Once the type of arrangement has been chosen, the person guiding
the process, possibly with the help of some junior people in the

bank, will proceed to solicit specific proposals to supply EDP

4The specific goals and expectations are discussed on Pp. 84-93,

1
'
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services or equipment. The time it takes to complete this
phase will depend on the number of proposals solicited and
the speed with which such proposals can be submitted by the

outsiders. (Move to #10)

10. (Q) Is_there enough information? (From #9, #28 or #12)

Usually only one or two complete proposals will be submitted
(#¥9 or #28), and the question will arise if this is enough.
In most banks only a limited search will be applied, at the
end of which the answer will be Yes, moving to #11.

The question of sufficient information might develop at
a later stage as a result of difficulties in arriving at a final

decision (#12 or #31), in which case the probability of returning

for further proposal soliciting will increase. (Move to #9)

11. (A) Evaluate and rank proposals. (From #10) If more than

one complete proposal was submitted, the persons guiding the

process and gathering the information will summarize them
and attach a normative evaluation to each proposal, ranking

them from the most to least favorable. (Move to #12)

12, (Q) Is top alternative satisfying? (From #11) Once all

existing proposals have been ranked, the highest one receives

the most attention before it is submitted for final approval,

It is then determined if it satisfies the goals and expectations;
and if this is not the case, further information is collected.
(return to #10) If the process guider believes the highest

ranked proposal is satisfactory, he will submit it for final

approval. (to #13)




i3, (Q) ls there support? (From #12 or #31) The support giving or

withholding decision is made in a similar manner to the one
in the early stages of the process. (#6) A positive response
completes the decision process (to #33), although if doubts

exist or support is rejected, further search for information

will be initiated. (to #29)

14, (A) Collect additional information. (From #6) Refusal

by top management to back the initiation of the decision
process will result in the collection of more information
by the person guiding the process. The information collected
will depend on the reasons for refusing support and will lead

to another attempt to solicit support. (to #15)

15. (Q) Is there support? (From #14) Having failed previously

to gain support (¥#16), this time the support seeker will invest
more efforts in presenting his ideas knowing that another re-
support will result in a move into the mainstream of the process
(to #7), vhile a rejection will result in an effort to look

for a solution other than automation. (to #16)

16. (Q) Can conventional modifications help? (From #3 or #15)
Once the idea of EDP has either been rejected by the process

guider (#3), or has failed to gain support from top management
(#18), the Ope;ations people look for other solutions to improve
the present system and reduce their operational problems. If no
other solution looks feasible, the whole automation concept will
be reconsidered (return to #3); but if another way seems feasible,

steps will be taken to utilize it. (to #17)
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17. (A) Execute conventional modifications. (From #16 or #23)

This is carried out by the operations people and is followed

by an evaluation of the results. (to #18)

18. (A) Are results of conventional modifications satisfactory?

(From #17) 1If after the modifications the operational pressures
still exist, the question of utilizing automation will be ralsed
again (return to #3); but if pressures are relieved, the process

will come to a temporary end. (tu #19)

19. (T) Stop process. (From #2 or #18) At various phases in
the process, there exists the possibility that it will be ter-
minated until new pressures arise, It might be 4 resulr of the
feeling that operational problems du not actually exist (#2},

or were solved satisfactorily in convontional ways, (Yi8)

20. (Q) Is anothor type of urrangement uvillable? (From #8, #24, W26

(4

the process has to check if other types are available. If this s

the case, the process moves to #24, otherwise tho next phase will
be #21.

21. (Q) Should the availablo arrvangement be conaidered? (From #20

or #22; 1f it is discoverod that no other type of arrangoment is
roadily availauble, a decision has to be mude as to whether or not
the objections to the available type can be overcome. This will
require 4 re-adjustment of the expectutions concerning the utility
of a specific arrangement and, in some casoes, also an evaluation
of goals of individual officers and the bank as a whole. (If yes,

move to #9; if no, move to #22)
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22. (Q) Should the automation procesa be stopped? (From ”2{. #23,81 #32)

Once the availuble types of arrangemonts have been rejected because
they have not met goals and oxpectations, the whole question of
utilizing automstion has to be roconsidered. If the differonces
between goals and eéxpuctations and what is available are too

large to overcome, the whole idea of sutomation might be

rejected for the time being and other asiutions to the

oparattonal probloms will be considered. (Move to #23) On the
other hand, the persons involved might feel at this stuge that

the bunk is alreddy committed to the {dea of using EDP, in which

case thoy will move back to reconsider what is available,

(Return to #21)

23, (Q) Can conventional modifications help? (From #22) This
decision is similax to #16, but the questicn is asked at & more

advanced stago of the process with a yos answer leading to &«
longer deldy in utilizing EDP in the bank. (If yes, move to
#17; i€ no, return to ¥22

24, (Q) Should the arrangement be considerad? (Vrom #20) If
another type of arrangoment is availuble, the person guiding

the process decides if he i4 interestod in considering it and if
he knows enough about it, (Move to ¥25) If ho rejects the
idea, he will return to #20 to look at other types of uvallable

arrangements.

25. (A) Bvaluate the arrvangement. (From ¥24) Having decided

to consider the new type of srrangement, the person guiding
the procoss will muke some contacts with outsidors who provide

the service oy equipment in order to gather more informatlon

I
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about the specific characteristics of this arrangement, With
this information he will proceed to decide if it meets goals

and expoctations. (Move to #26)

26. () Does the tyne of urrangement mest goals and expectations?

(from #25) In & Cashion similer to phiase #8, s positive answor

will load to #27, & negative one back tn #20.

27, (Q) bhould two types of arrangoments he considered? (Prom #26)
After detormining that a second typo of arringement which meots

Bouls und oxpoctations iy mvailable, mowt banks decide to disregard
the initinlly considered type. (Move to #Z8) In very few casew
is 1t decided to consider buth types (Move te #9), for verely are

proposuls dedllng with wore than une type of urrangoment collectud.

28, (A) Collect information and propowsis on _spproved HLYALgements,
(From #27) Similar to the action taken in phase #9,  (Move to ¥10),

0, (A) Geldect supporting inturmatiog, (From #13)  After

person gulding the process will proceed to collect wdditions)
supporting data on the highest canked proposal, This will

ukually be done with the help of the outsider submitting that
proposal, (Move to #30)

30, (Q) Hhovyd aume propopal be rovonsidered? (From 9207 ‘The
person guiding the provoess has to evaluste whether or not to
try onve more to week approval fur the higheat vanking proposst,
It ho decides to do wu, he will roeturn to #13, The wlternutive

Ie to sturt constdering another propossl, (Move tu #31)

e =
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31, (Q) Should unother proposal be cansidered? (From * 30)

In the case where mory then one proposs) has been submitted
(in #9 or #28), the next highest ranked will now be evaluated,
and the process guider will decide whoether to submit it for
approval or not. (Move to #13) If gither no other proposals
are available, or vbjections wers réléed Jduring the support

phase (M13) tu the use of the specifi¢ type of arrangment, the

next move will be to veconslder the type of arrangement, (Move to #32)

32, (Q) Shauid anpther type of urvangemunt be considered? (From

#31) MNaving faced a rejection of one or more proposals, the
person gulding the procoss haws to decide whether to reconsider
only & new type of arvangement (to ¥20), or the whole automation
fdea (to 0223), In #o3t cuses, tho bank {8, dat this stago,
committed tu the idea of sutomstion, and It is o vare case when

ne additinnal sfforty to ddentify other avilluble pownibilities

88, Approye Deciniop. (From #13) 1f support 1s granted to
8 specific proponsl, It is usually followed by 4 fovmal

approvil of the Bourd of Ulrectorn, and the bank proceeds to the
conversion stage.

B, The Support Yunetion (Uob-Procoss A)

At several phases thyoughout the declalon process (Yo, #1%, and V1Y)

the persun gulding the process seoks open support fvom key porsona in the

bank, In uddition, at several ather phuses wheve ho faces & quention, he
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might decide to investigate informally the amount of existing
support for each alternative. Whehever support is sought, the
person(s) who is asked to give it must decide whether to do so
or hold it back. The decision process followed in such a case
is outlined in Figure 7.2 and described beluw.

The process followed has similar characteristics to the
main decision process and utilizes the major relational concepts

of the Cyert and March model (Pp. 14-16)-

60, (B) Reguest for support. The request to give support is

initiated by another person in the bank. A formal request
may be made, but usually it is done during an informal

discussion. (Move to #61)

61, (Q) Are goals and expectations met? (From #60, #63, or #65)

The person asked to give support evaluates how the suggeszed

subject fits his own goals and expectations, as well as those

port is the presidoent, it will be difficult to separate the
two., In any event, if the decision meets the goals and
expectations, support will be given (Move to #68); but if some
doubts remain that it does meet goals and expectations, further

stops are required. (Move to #62) !

62. (Q) Are there suggestions for modifications? (From #61)

The supporter might have immediate suggestions for modifications
on the subject which would make it possible for him teo -upport

it., If this is the case, he will present suggested modifications

b o m—— e

to the person asking for the support (Move to #63); otherwise,

the possibility of asking for additional information will arise.

(Move to #ed)
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63. (Q) Are suggestions for modifications accepted? (From #62)

The support giver will determine if his modifications were
accepted, in which case he will re-examine the subject to
determine if it meets his goals and expectations (Return tao #61};

otherwise, he will consider asking for additional information.

(Move to #64)

64. (Q) Is additional information needed? (From #62 or #63)

When no modifications can be thought of, or when they have not
been met in a satisfactory way, the support giver can delay

his decision by asking for additional data on the subject. 1If
he decides to do so, the next phase is #65; otherwise, the move

is made to #66.

65, (A) Ask and receive additional information. (From #64)

iollowing the decision to get additional information, an

exchange of data will occur between the support seeker and

garding goals and expectations. (Return to #61)

66. (A) Re-evaluate goals and expectations. (From #64)

Before making a decision regarding the support, the person

involved can consider re-adjusting goals and expectations.

(Move to #67)

67. (Q) Should support be given? (From #66) Based on the

re-ovaluation of goals and expectations, additional information
or possible modifications, the support giver decides whether or

not to grant his support at the present time. (If yes, move to #68;

if no, move to #69)

Pt
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68, (7) Give support. (From #6i or #67) The support can be
given in varicus forms. One might be in the form of a private
compunique to the support seeker. Another might be passive
support, where the person guiding the process is allowed to
continue his activities although the support giver has not

yet made up his mind regarding EDP. In all but one of the
nineteen banks, no formal anncuncement of support was made

to the mewbers of the staff, other than the one directly
seeking it, but in several banks the news of giving support
was leaked to other management people by the support seeker

or giver.

69. (T) Reject Support. (From #67) The rejection of support

can be total, as was the case in one of the banks having no
plans for EDP, or conditioned, as was the case in the other
three. In the latter case, the condition might be a time

interval after which the subject will be raised again or

——— — —— that of waiting until given circumstances change. . . .

C. The Conversion Process

Chapter VI described the problems the persons responsible
for the conversion faced once the decision to choose a specific
arrangement was made. In this section, the process, from the time
of the decision v the completion of the conversion, is outlined.
The various phu.ses are described in Figure 7.3 and discussed below,

the main characteristic being that it involves more phases of

—t—
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"action" and less of "questions." At the same time it will be noted
that there is a marked incresse in seeking support or approval at

various phases in the process.

34, (A} Sign sgreement. (From #33) This is done in one of
two forms., The first is a contract form uscd mainly when
an off-premises ayrangement is utilized. The second i5 & ?
letter of intent used mainly in on-premises arxvangement,

which allows the bank to cancel the order for equipment

up to a certain date and under given conditions. (Move to #35)

35. (A) Information collection. (From #34 or #37) Due to the

iack of complete information available during the decision
period, certain items now have to be collected or re-examined.>

{Move to #36) :

36. (A) Plan conversion. (From #35) The planning of the

conversion includes the setting up of a timetable, and in those

‘cases where it is done, the planning of training activities,

and a decision about the specific method of conversion. The

plan, in most cases, is not a detailed one, and is only partially

documented. (Move to #37)

37. (Q Is there approval? (From #36) The process here is

similar to the one described in subprocess A. The main difference
being that a larger group of people will be consulted at this
stage, including the supervisors directly involved, or even

key employees in the bookkeeping department. A high degree

of resistance to the plan or lack of support will lead to the

Ssee Pp. 131-133
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collection of additional data (return to #35) or the making of

minor changes in the conversion plan. (If yes, move to #38)

38. (A) Prepare for conversion. (From #37) Whatever special

training or information given to employees was decided upon

will be done at this phase. Also, needed forms and inputs for

the computer will be prepared. (Move to #39)

39. (A) Execute conversion. (From #38) (Move to #40)

40. (Q) Are results satisfactory? (From #39 or #47) Based on

actual results as well as feedback from the biased opinions
of other officers and employees in the bank, both the person
responsible for the conversion and the top management will

evajuate the outcome of the conversion.

(If yes, move to #41;
if no, move *o #46)

41. (Q) 1ls automation prcject completed? (From #40) A

successful

onversiuglgygfore or after modifications, wili-—

lead to evaluation whether or not there is a need for additional

functions to be automated at the present time. If the decision

is that such a need exists, the process will continue (to #42);

otherwise, it will be terminated. (Move to #53)

42. (A) Decide on next function.

(From #41) This decision is
made in most tases by the operations officer who was responsible

for the execution of the conversion. [Move to #43).

43. (Q) Is there support? (From #42 or #45)

Support is sought
and given from top management following the process described

in subprocess A. (If yes, move to #36: if no, move to #44),

TR
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44, (Q) Should process be terminated? (From #43) Foliowing a

rejection of support, the person guiding the process determines
whether to keep pushing for additional conversion (to #45)

or to end the process altogether (to #53). *

45. (A) Collect supporting information. (From ¥44) If the |

process guider has really become enthusiastic about the use
of EDP, he will probably try to get support for additional
conversions (to #43) after seeking and presenting additional

information to support his goals.

46. (Q) Will modifications satisfy? (From #40) Having encountered

problems during the conversion or immediately following it, the
person responsible will first try to solve them through modifications
in the existing plan (to #47). If this ls not feasible or
opposition has grown too much to allow independent action, he

will move to #48.

47. (A) Execute modifications in conversion. (From #46 or #52)

These might be minor (from #46) or major ones (from #52),

followed by an evaluation of the results. (Move to #40)

48. (Q) Should automation be stopped? (From #46, #49, #50, or #52)

in most cases, this is just a rhetorical question, because at
this stage the bank is too committed to the idea of automation
to be able to drop it altogether. The process can be slowed
down or its dimensions reduced, but it can hardly be dropped.

(If yes, move to #49; if no, move to #50)
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49, (Q) ls there support? (From #48) Even if the question

was brought before top management, only in rare cases will
the decision be to stop the process (to #53). In most cases,

such an jidea will be rejected and the process returned to #48,

50. (Q) Is there support? (From #48) Having been criticized

once (at #40),the person responsible, unless he is the prosident
himself, will make sure to gain support before moving any further,

(If yes, move to #51; if no, return to #48)

51, (A) Plan improvement. (From #50) Having falled onuc, the
plan this time will be more detailed, und will take longer to
execute. It will also be better documented to serve us proof

for the efforts made. (to #52)

52, (Q) Is there approval? (From #51) At this phase approval

will be harder to get, and compured to the previous times (¥37)

will involve more examination from top manugement, (M -yor,—

move to #47; if no return to #48)

53, Stop conversion. (From #4l, #44, or #49) The termination

of further conversion activity can be considered temporary ut
best. Once a bank hus converted one function, others ure upt

to follow sooner or later.




""""""

VIII.  BEHAVIORAL ELEMENTS IN THE DLECISION PROCLSS

The purpose of this chapter {s to relute the results of the
fiold study to the dimensions of the behavioral theory of decision
making as described in Chapter 11. The snalysis and evaluation
is broken down into three sections. The first section deals with
the olaments thut combine the svuial end edonuiilu dpprodches to
docision making necessary for exumination of & behaviors! theory,
The Key decisions throughout the process are sumiarized and
related to the three major elements: Technologioal, Luonomic,
and Orgunizationul (see pp. §7-1¥ Y. ‘The sevond section deals
with the roles taken by the virious persons connected with the
procass both inalde and outside the bank, In the final sectioen,
the application of the conceptas doveloped by Cyert and March (1903)
ére rejated to the results and the sppropriate conclusions are

drawn,

O S

A. Llesments in the becision Process
1o The Key Deuiwsions

Two of the decisions made can be dvscribied ws key devisions
repreasenting « turning point in the process. ‘The firat one {v the
decision of whether or not to consider sutomation us & possible
solution to existing or future problems. The conaiderstion of

automation As dictated by the changing trends and nature of the

lod
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banking indust¥y which were emphasired {n Chapter 11!, .
Yot in many banks It was, at first, difficult for the person

guiding the process to convince top managenent of the sdvintages

v uning EDP. The resistance to the ldes was justified by avgu-

ments such us! high cost, unsuituble syuipment for o amall bank,

or lack of accoptance by customers. Huch arguments wers often

presanted witheut sufficient information to back them up, and wers

generally motlvated by fesr of the unknown and of the need to

change, 10 mont cesey, thore would not be sn outright sbjeetion l

to the tdes of autusation; Instend, drguments are preiented that

the Lank Lo neithes ready tior nesda 1t,  ‘The objecting vitlvers

would wtate that when the bank will really need LUP, they will by

all for v,
Unce the decision has been wade that the bank should actively

consider EDP, the neat wignificant decleion Ls what type of

Arrwigwnent Lo chuuse  (Propusition Nu. 7). During this phase n

the provess, the ground rules for the tinal aelection wrv deter-

diteiouity Ai ohovaing the type of arcaigemsnt is Jue tu the
fidenve of bisawd vpinduns and espectations that osist among the
top wanagomant Anh many amall banks,  Often (wo difforent beliets,
neither of which nevvasarily haw data Lo support 14, are in con
Flict, The Civet fu susplolun of the vervices utterud by vorres
pundent bianke (Feopusition No. 6), and the swcund (s Yhe wideupined
bolief that on premines EDF sulte unly the lurge banke bevuuse uf

the high suete invelved, belng u doviston thut veguioes clarifi
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cation of gonls and expectations and esteblizhment of prefeieices,
this decision cun be considered more significant than the final

chulce of a Wpecific proposst.

2: The Heonomic and Technoiogival Lilements

Of the three elements outllned in Chapter 11 (pp. 17-10),
tie one that Iy mentioned mo#t by bankers In Lhe eeunomic one
uften referred tu an the cost wlement, Most bankers no longer
have the Lllusiun of Lelng sble tv aave considerally ot total cost,
although they hupe tu keep Lhe provessing vest in line once
voludes (nureass considersbly, Uueing the declalon nakling jiruiess,
vuBtE uie uften uehsidersd) LUt difticultien wxiat dn vompuring
thewm Lu the vust uf thie vuiivent iunal oparet lone wystem. ue o
the lack of vost wueount ing vr budgetling provedures, such vosts
dre uften unknowin,
The intruduction of LOP effeuts four partioular cost categorivel
A Lunverslon Geits, 1heses sre "une-Line' costs artstng

tvol the Inltinl system Jdesign, additions!l supjplies;, and the
additivnnl pervannel or uvertine needed during the conversiuvi
period.

b, bguipment Cosim,  Thess custe vepvessnt 4 mejor tactor in

o -promtees fagilition, Lut aleo effeet banke using off-premtsen
arvangements when It Iy necensnry tu wuyulve supplomentusy

oquljment o) diapuse of the venvent lunel eyulpment
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¢. Personnel Costs. These costs include two types: The

first is wages and salaries of new employees minus savings

due to old jobs not to be refilled. The other type is the
cost involved in training and educating employees in opera-
ting and/or utilizing the computer.

d. Operating Costs. These are the costs that arise from

the diroct use of tho computer system, They can be in the

form of fees as in the case of off-premises services or
operation costs as in the case of on-premises facilities.

During the Jdecision process uttention is given to equipment
costs, operating coits and the direct personnel costs. In over
hulf of the purticipating bunks, no consideration was given to
the conversion couts, or only rough ostimates were made, which
proved to be fur below the actual costs. In the remaining banks,
must of which finully decided on on-premises arrangements,
conversion cost ostimutes woro mude in more detail, However, in
all bhf thfoe Cﬂill; the outimut;a pro?od to bé belowractual costs.
Unly two of the ninetoen banks included the costs of employees'
training wnd education in tho estimates made during the decision
provess,

At the eurly phases of the process, when the question of
whether or not to consider EDP arises (Figure 7.1, #3) or when
the type of arrengement is decided upon (#7-8), costs are dis-
cussoed, but only i{n an estimated form, Moreover, the figures
yuuted are bused on minimal information. More accurate cost
Jdate are usually collected during the proposal collecting phase

(¥9).
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The technological aspect enters th lecision process only
to a limited extent. When it does, it of occurs during the
eviluution of the proposals (Figure 7.1, .i1). The questions in-
volving the technologicel aspect arise again after a specific proposal
has been chosen, and while the bank prepares for the conversion
(Figure 7.3, #35-38}. At that stage it is necessary to clarify the

tuestions not answered previously.

&, The Orgunizationel Elements

The organitutional elements can be broken down into two,
‘he firet is the socinl one which has effect on the employees' morale,
dedicatjon tv thelr work, dedicution to the organization and, in turn,
ofticienyy on the job., The second is the political system, which
in yolated to the concepts of status, location in tho structure, power,
leadvenhip effoctivenens und working relationships between the verious
wuffheers and depurtmentn, The effects of changes in both élémeénts can
be telt throughout the process and also in the long run, once tho
chimige 1a corpioted, but there Is u vonsiderable difference botween
the twe short and Jung-term effects is was omphasized by Herbert Simon:
"Muny uf the Initial efferts ure trunsitory - important
ehuugh to thowe divectly involved at the time and place of
shunga, but of no lanting significance to the society., Othor
wFiecty Wre nolther appareny nor unticlputed when the initial
chungy Cuken place hut flow From 1t over a period of years
Uivough the successlon of reactions it produces.”" (8imon,
Wwoh, ¥, &)
burtng the decialon provess changes in the numbor of personnel
Wre considered) hut Hitele wttention, it any, 18 given to other organi-

sationul viemente,  In wont banks, top manugement prefers to c¢onvinco

ftesll that no social or politicel problems exist, One uf the common
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expectations is tha- *' e change to EDP will have an impact only on
the bookkeeping department while the remaining departments and their
employees will be unaffected by the change (Proposition No. 4a).
Therefore, the only step readily taken in all banks is to assure the
3 employees that no one will lose 1is job as a result of automation.

The lack of attention to the transitory social effects results

=y r
MBIt

in an insufficient information feeding to employees throughout the

process.1 In turn, this affects employees' attitudes toward the computer,

L e m =

and toward the persons responsible for operating it, especially if they

are new in the bank.

Nl Hnussbon i

A manager in one of the binks using an on-premises arrangement,
who was hired to plan and execut: the conversion to EDP and manage the
EDP department, described the cituation as follows:

"Before I came here I worked in the computer center
of a large bank. Initially, I felt there wouldn't be any
big problems in communication inside the bank because of
the small number of people involved. But, 1 soon discovered
that procedures of submitting input to the computer had to
be re-emphasized many times--the need to keep to the manuals

g T ey T
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of problems in getting the material into the computer.

"We have problems with some of the officers in the
bank because they are quick to blame us if anything goes

wrong on the computer. Generally, they were not willing to

to accept the computer in the bank as quickly as I expected.

Some of them were trying for s long time to catch the machine

making mistakes,"

Even less attention is paid to the impact EDP will have on the
political system. One explanation for such attitudes is that such
effects take time to develop and are not easily recognized until after
the computer has been used for some time. The group ..at feels the
greatest threat is not that of the older officers (ages 50 and above),

but thos- of middle and younger age (35-45 years old). These officers

1See Chapter VI
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still have 20-30 years of work ahead of them, but already
feel that they are being by-passed, because of their lack
of EDP knowledge, The majority of officers in small banks
who have been in the bank over 10 years entered the manage-
ment level through clerical jobs, and their formal educa-
tions often ended at the high school level, while the new
computer people did not start at the bottom. The older
managers, who often gained self-confidence from their
years of experience, welcome the computer, but at the same
time, do not plan to use it or ignore the possible effects
EDP will have on the organization and feel their position
secure, The middle-aged officers generally lack this
self-confidence and tend to show their insecurity by
expressing negative attitudes toward the computer and

its staff.

1. The Different Roles

In Chapter V, three different active roles were
identified. The three were: the guiding of the process,
the support giving, and the information collection.

Who fulfills the different roles might vary from one
bank to another depending on the structure and manner of

operations of the bank's management and the type of arrange-
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ment preferred. The degree of active participation of the
specific role holder varies with each phase of the process
B as do the types of activity and interaction of the persons
oo directly involved.

The perception of officers within the bank about the
degree of influence various people had on the decision pro-
cess varied according to the organizational level of the
cfficer. At all levels the respondents agreed that the

two most influencial persons in the process were the presi-

i dent and the operations officer. (See Table 8.1) The

main activity of th: top executive officer is in the sup-

port-giving function, although in a minority of cases,

5 (Table 5.11) he also acts as the process guider. On the
; other hand, the operations officer takes the responsibil-
ity of guiding the process and collecting the information,
and is considered by all levels of management as the per-
same time, the presidents' group ranked itself higher
on influence (7.00) than was accredited to them by the
senior management (6.00), or by junior management (5.33).

When the influence of other officers was questioned,
there existed a big discrepancy between the estimation
of the junior officers and that of the other two groups.
Top management in many of the small banks would like

to believe that important decisions such as the one

. son with the greatest influence on the-decision: At the -~ —— — ——
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TABLE 8.1

DEGREE OF INFLUENCE ON THE DECISION PROCESS OF DIFFERENT

L]
PERSONS IN THE BANK AS PERCEIVED BY VARIOUS LEVELS OF MANAGEMENT.

177

Evaluated by:

Senior Junior
Presidents | Management| Management
Influence of N=14 N=30 N=14
1 2 3

Members of Board of Directors 5.07 4.94 4.29
e bank's president1 7.00 6.00 5.33
e operations officer’ 7.43 7.50 6.08
Dther officers in the bank> 5.14 5.68 2.63

S Y

RILLL WA T

1. Statistically significant difference between responses of groups _
I : I - ivi o089y - .
2. Statistically significant difference between responses of group

Iv(l +2) {(ac<.025)
# 3. Statistically significant difference between responses of group
: Iv(l +2) (a«<.01)
“The following scale was used:
:" 1 2 3 4 5 6 7 8 9
E. not very to to a the !
L at little some considerzble most
L all extent extent
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to utilize EDP, are made by a group of officers rather than by

an individual person. But the opinion of the junior officers,
supported by obtservations in the field, was that on major

issues, the decision is made by one or at most two persons in

the bank. One explanation why the decision to automate is made

by individuals rather than by a coalition representing all departments
is that, in most cases, automation is initially seen as effecting
only the bookkeeping department. As a result, officers in functions
such as loans or trust do not regard the decision as having immediate
cor.sequences for their departments. When this attitude is combined
with a total lack of EDP knowledge, these officers are excluded from
the process and, in most banks, show little interest in it until a
final decision has been reached.

While the active participation in the process of all but one
or two of the senior officers is limited, they still have some indirect
influence oa the timing of the process and the type of arrangement
chosen. With the computer having been used in larger banks for over

ten years, and with the increasing attention it has received in pro-

fessional literature and meetings, it would be natural to expect that
the question of utilizing EDP services had been discussed among the
officers long before the actual process had started. Such discussions
help the person who takes responsibility for guiding the process to

assess the attitudes toward EDP among the other officers and decide

on the amount and type of support required, but do not increase the amount

of involvement of the other officers in the process.
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2. Motivation, Expectations, and Goals of the Person Guiding the Process.

Guiding the decision process requires a lot of effort in time
and energy on behalf of the person responsible. In most cases, at
least at the initial phases of the process, the officer has to carry
out the necessary activities in addition to his regular dutlies in the
bank. He receives very little active help from the other officers and
has to rely on his own learning to perform a satisfactory job, The
question arises then as to what motivates him to take such a job on
himself and carry it along.

One reason is the need to solve operational problems. Being
faced with increasing problems which result from personnel and equipment
difficulties and expanding volumes, the person guiding the process
is forced to look for & drastic change that will bring overall improvement
rather than just put out fires. Another explanation can be found
in the changing role and status of the operations officer in the bank,
Until a few years ago, the job of supervising operations was considerod
to be a low status one, left mainly to junior officers. In the small
bank the loan officers were considered to have the highest status
and the operations function was seen as a temporary step in climbing

to the job of loan officer or us a place for officers not capahle of

serving in other functions. This was so because supervising cperations

was seen as a monotonous task, involving only routine and repetitive tasks,
The introduction of EDP is changing this considerably, The

operations officer is accumulating knowledge not available to the

other officers. He is also becoming the key person in the information

network, causing the other officers to become dependent on him.

Also in many cases, his involvement with EDP helps him acquire knowledge

R SR
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in other nodern mendgement techniyues such as market unalysis, or cost
and budgeting, and he is in @ good position to introduce them to the
bank. His stotus and influence have increased considerably and
possibilitios for advancement in the oporations area itself have
improved. One now hears in automated Lanks tewer statoments such as,
"Evérybody wunts to bacome a loan ufficer., 1 cannot get them (the
offlcers) to stay in the operntions dopartment.”, which were praviousiy
common amony top management in nun-autuvmdted banks. Instesd, severa)
of the officers in banks utilizing BOP {ndicdted that they now have no
desire to move into any other functional area, but prefer to remain in
oporations. As 4 result of such developments, operations officers {n
many barike are willing to tuke on themselves the extra work and pains

involved, hoping it will provide them with increased recognition, stutus

and satisfaction.

3. Outaiders' Influence

One of the questions raised in Chapter [ was in veyurd to

tho {nfluence of people outside the organization on the decislon

'”b}ocoiiyﬁrfhéﬂdatﬁrshowu that, with the exception of hapks parti-

cipating In @ joint venture, outside participation s limited to
thut of the service or equlpment suppllers. Only wne of the banks
using on-premises EDP received help from a consultant, wnd this was
limited to the technical evaluation of the equlpment,

In several banks, the operations officer or the preaident
sent for material published by the professional ussociations, hut
such information is of u genersl type wnd does not offer specific

solutions or alternatives. Outside Influence is sloo genorated

- =
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through vieits ke computer tnstalintions Tun by oF serving
other banks, Such visits have s duuble functlion; the first

Io Lo supply general information shout what BDP Jouks like,
mainly tu thuse wsked to support the decivion, and the
ssuond i to gather informatich of #pecifiu arrangements.
Alment all of the banks orjaniiad such visite, but they
wers t4o sporadic to be of much help in the finat decision,
The role uf service i aquipment suppliers Is o
signdficeant une,  In sust caoes, they are the uies tu ing-
tigte the process by trylng to sell thely pruducts 1o the
bunk. ‘The sdlewmen ard sotive malnly Juring twe periude
In the prvevan,  The Ehent, mentioned abuve, e ¥t Lhe
initiation ot the provess, and the other tw Jueling the
Infurmst doni wolleetiun aid propused submission phnse
(Figure 7.1 - #U), Nuie sulosmon may hoop dutive through-
uut Lhe devisioin proceds end visdt or call the bank tye-
quent iy tu tind out abour the uruurnnirngQNQ prucues,
They sct a8 the maln sulile Qf infarmat on tur the deel
wlon wihery,  Bankets wve suapleioun of the Informat puni
the sulvaimen supply, but they wbtili depand on the svp
numiv and technojogioel data given to them. 'The activi-
tiew uf the vutuide snloumen not unly Influsnie the Final
decinton, but ulsv have o strong depact un the spesd with

whivh it Ls reachued,
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€. concapta of the behaviors) Theury
i. timals, BEpecistiochs, sind Choive

The ihelee of the Cyert-March behavioral theury
as # frameerst fur the study was based off the esiphasiv
I places un the Inteena) dovisiun jirucess ul Lhe bubl-
hode fhim, Gl of thi Lhree vt luble vcaliguilvs Inddu
ded in the thewry, 1o, guala, expectut luns, wid chules,
sttentbun waa ficowdl here un the procens uf hulve,
The vihior (wu wete diacuuaed unly with soguid fu thvly
olfuut wn the clivive pruvws, o the suthur feels that
the waisting Chevey snd the snsuniuh teuls uswd dre
Hot squbpped (o pormlt o Phuruugh tivestigat lun ub Lhe
NORby b wapeclad bune,  Yel, wu Vhe ealent Lhet they
bidbuence Che gvicona, bntormation regnrding the twn
variablon Dw buwn enemined end Lo sumi il belov,

W Upala Cyeit and Muavh vunaider Lhi@e mejw
wayn An whieh the vbjeet fven ut the devislun making
vodlitiun e detomined,  ‘Theae are:

Lo the b gaining Yuuﬁenn by whivh !ha uuupug\

Liun and gonsiul teimi ot the vunlitian wre
Fland,
do The tibernul aeguniaationgl provess ul vuntivl

by whivh ubjoet bven are wtablilasd wid wlabu
Hlﬂh




3. The process of adjustment to experience by
whicﬁ coalition agroements are altered in
response to environmontal changes., {Cyert
& March, 1963, p. 29).

The present study reveals that in the small
commerciel bank, s formal internal bargaining pro-
cous with rogard to the ducision to automute does not
exint. Opinions intluencing the goals are filtered
into the provess mainly through informal contacts,
buring the process the only opinlons actively repre-
sented are those of top maunagement, und those of the oper-
ations pevple. As & result the decision cunnot be regarded
sy a cualition decision representing ull major interests
in the bank, or even dll management Intorests.

Althuugh individusl officers have their own goals and
objedtives, 1t o difficuit in small ovganizations such us
the commercial bunks studied here to talk ubout departmontal
vbjectives, 1In a sense, this 1§ true ulso for the pre-
vomputuried gperativne department, which hud the limited
tash of procesaing vthers' work. Yet, the operations
peuple arv often the first to develop, during the declision
provess #nd sspecially atfter the Jecision hus been mude,
their own goulw. ‘Thus. they move frum u pussive role in
the Lank tu an active one, exerting pressury on the other
depurtments tu expand wvervices, use more Information, otc.
Such & trend was more evident In thone banks moving toward
thedi own LDF facilitius where the need to justify the

vhange was harder felt,
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The main means by which the objectives for the process
are formed is through the exercising of internal organizational
control by the chief executive officer. lie does it, in most
cases, through the role of support giving.

Once banks face operational problems they are cncouraged by
the spread of EDP services and the chonges in the industry to con-
sider EDP as a solution. In addition, the initial objectives of
EDP are rather limited to such objectives as replacement of equipment
or reduction of personnel problems. But as more information accumu-
lates, and especially as the operations people gain experience, the
objectives slowly expand.

b. Expectations. Cyert and March enphasize that “expectations
are by no means independent of such things as hones and wishes....
As a result, both conscious and unconscious bias in expectations
is introduced."” (1963, p. 81) In discussing the expectations of
EDP in the bank as an organization, their limited nature was
emphasized (Proposition No., 4). As a consequence of limited EDP
knowledge, false expectations develop minimizing the impact of EDP
on the bank and the amo.nt of vesources, in time and personnel,
needed for the change.

In addition to the organizational expectations, there are
also individual expectations which affect the decision process.

In the first section the expectations of non-operation officers,

often expressea as fears, were mentioned, and in the sczcond

section of this chapter the expectations of the persons guiding

the process were discussed. But it was ditficult to identify '
clearly the individual expectations because of the reluctance of

the individuals involved to discuss them,
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f into the choice variable that outlines the process through which the
i decision is made. The choice is characterized by several features,.
. 1. It breaks the decision into a series of smaller

: problems, each attended to one at a time,

The rules used are simple ones relying on individual i

"*Judgment".

3. The choice rules adopt themselves to changes in the

h>

environment and in the influence structure. (Cyert &

March, 1963, Pp. 99-102)
All three features were evident in studying the process in the
small commercial bank and will be discussed in greater detail in the

next section which deals with the relational concepts. The one in-

fluence on choice that was missing was that of the organization's
past experience with a similar decision. Being an innovative, "one-
time" type of decision, the main influence on the decision makers had
to come from the outside rather than from within the organization.

2. Examining the Relational Concepts

ﬁ ' Cyert and March (1963) have suggested four major relational
concepts which they believe represent the heart of their behavioral
theory of decision making. The four are (a) quasi-resc ution of

conflict; (b) uncertainty avoidance; (c) problematic search; and

(d) organizational learming.. In Chapter 11 each of the concepts
was described briefly and in this section the application of each
one to the process used in the decision to automate in the small

F ; bank will be reviewed.
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small siic of the organizattion, departmental conflicts centering

around goals either tend to be resolved in the carly stages of the

-3

conflict, or remain hidden throughout the procees without affecting
it much. In part, this results from the fact that the small com-
mercial bank usually has a centralized decision-making process,
with one or two top cxecutives making or approvimg atl major
decisions. During the process two scls of goals have a major
influence. The first set belonged to the cpcrations people, and
the second set is that of the chief executive officer. In several
banks the two could not be separated. In other cases, the cornflict
of goals was handled through the support-giving process. In only
two banks was an effort made to establish a formal mechanism for
resolving different goals, and this was in the form of a committee
where all functions in the bank, i.e. branches, loans, and operations
were represented. In both cases, the committee was eventually overruled
and the final decision was mdde by top management and the operations
people. 7 N

Another reason for the limited conflict of goals is that many
of the officers in functions other than operations expressed uncertainty
about the impact of EDP on banking and failed to understand or estimate
the future conscquences of changing tuv EDF. Thercfore, they refrained

from actively participating in the process and their own goals were

never exposed.
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Frssible goal conflict 1s also reduced by applying the
principle of local rationality and by payving attention, sequen-
tially, to goals. The overall goal of changing to EDP is
initially limited to solving or preventing operational problems.
Only after conversion has started do other goals such as expanding
services or using market research tools, start to develop. The
overall goals of the organization are then brought up one at a
time, with one being catisfied before the next is dealt with.
in this way, attention is first paid to such goals as remaining
independent of larger banks, maintaining prestige of the bank,
etc, These are given attention during the selection of the
type of arrangement. The next set of goals, which deals with
minimizing cost and increasing efficiency of operations, is
considered during the selection of the specific proposal, after the

the type of arrangement has already been determined.

b. Uncertainty Avoi-dance. The decision makers, in this study,

faced numerous uncertainties which could have influenced the outcome of
the decision. For management a majorrhncertainty lies in the question

of whether EDP is a suitable solution for the operational problems

of the small bank, and what type of arrangement best fits the organization.
To this are added all the technological questions such as what EDP

can do and what it should do in the bank, questions for which the

decision makers are ill-equipped to give satisfactory answers.

Other uncertainties ar. related to the future of the small bank in

the industry as a whole. With the increased talk of a ''checkless
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society,” the casing of brapch laws, and banking through computers,

the long-term future of the individual smali bank is, at best uncertain,
Some bankers feel that the industry is moving toward centralized install-
ations, with the larger banks constantly increasing their share of the
market, and wonder if this is the time to invest time and resources in
EDP.

Cyert and March (1963, Pp. 119) suggest that organizations
adopt two solutions to reduce uncertainty. The first emrhasizes
short-term reaction to short-term feedback and avoidance of planning
where nlans depend on predictions of uncertain future events. The
second is that of arranging a negotiated environment with other firms

in the industry.

In the present study the solution of negotiated environment

among individual banks did not apply. Bankers usually tried to keep

informed about the automation developments in other banks in their
competitive area, but learned only general information. Small

banks, in most cases, follow the solutions first used by therlééger
bank, rather than participate in the vanguard of EDP innovation.
Generally, small banks adopt the policy ¢f "wait and see" un:il short-
term pressures fuorce them to consider the decision to iutomate,

Within the bank, it was found that planning had been minimized
to dealing with only the most immediate problems so that uncertainty
resulting from long-tere planning would be avoided. This also resulted
in setting up only limited goals for automation during the initial
decizion process., The feedback-react procedure entered the decision
process mairly after the first conversion had been executed. At this

stage, decisions for furtiier actions were made based on the results

and satisfaction from the execution of previous decisions. (Figure 7.3)
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Prior to the time when the decision to choose 8 specific proposal
is made, the feedback from the environment is limited mainly to

that from the support giver to the process guider.

c. Problematic Search. In the framework proposed by {yert

and March, the theory of choice and the theory of search are closeiy
intertwined. (1963, P, 120} The search is a limited one, resulting
in a limited number of choices. In the first place, the whole

process in the small bank proved to be problem oriented which resulted

because of the failure to meet the goal of smooth operations. Rarely
does the motivation exist to start an active process if there are no
operational problems,

In one aspect the decision to use EDP deviates from the
principle of simple-minded search suggested by Cyert and March.
The simple-minded search principle should have urged the decision
maker to examine conventional modifications rather than consider a
major change in systems. The reasons for considering EDP were
discussed in Chapter V, and it was shown that in many cases the
bank is pressured into considering EDP ather than freely choosing
it. Once the bank has decided in consider EDP, the rules of simple-
minded search fully apply. At most phases the decision makers
examine a single alternmative, and consider a second one only if the
firat one failed to satisfy. The rules of causality in search also
apply, preventing it from becoming a planned and thorough search.z

Bias is introduced into the process at various points.

2
For the effect of causality, see Cyert § March, 1963, Pp. 121-122.
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brom the heginnyng, the hias s avident 1n the generaj suyspicion
towards automation and in the preference of conventional processing
methods., Bias resulting from the experience of tep management, the
impressyons made by the salesman, and the interaction of goals and
expectations influences the choice of a specific proposal {Proposition
No.11). A third type of bias, affecting the selection of a specific
proposal, is reflested ia the forms in which various proposals are
presented by the information collector and process guider to the

persons making the final choice (Froposition No. 12).

d. Organizational Learning. According to Cyert and March

the concept of organizational learning is directed toward the
adaptation of goals, attention rules and search rules. When
problematic search was discussed, it was indicated that the decision
to consider the possibility of EDP represents a deviation from the
principle of simple-minded search. fhis was a consequence of adap-
tation of new attention rules due to the increasing momentwn of
impact EDP has had on banking in recent years. Yet, the change
in attention rules was not a drastic one, as it applied only to
the initial consideration of EDP and did not cause a parallel
change in the search rules discussed in the previous sections.
Least affected by the decision process were the overall
goals of the bank. Adaptation of goals with regard tc EDP depended
on the experience of other banks, rather than on the learning
experience from the bank's previous goals and achievenenis. In the
pre-decision phases the lack of experience with EDP resulted in the

setting of only limited goals. Those goals were heavily influenced
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by what others proposed to do or have Jdone and evaluating if
simiiar action suited the decision maker's own case. Only
after the first conversion did the learning process become
internally directed. At this stage, the goals set for the
conversion were measurcd against the results, and future

steps were determined based on initial success or failure.

e. Summary. As described above, three of the relational
concepts were directly applied to the decision process utilized
by the small bank. The concept of problematic search served as
a basis in outlining the decision process and arriving at a
descriptive model. This was done by utilizing the principles
of sequential attention to goals, information, and problems,
and the principle of limited search, which does not reach
beyond the first satisfactory alternative.

The concept of uncertainty avoidance was helpful in under-
standing the reasons for the linited scope of the goals which
the Jdecision mwaker attempted to achieve at the early phases
of the automation process. With the decrease in uncertainty
gained through experience after the first cenversion, the goals
are often changed and expanded following satisfactory results.
The concept of organization learning applies mainly to the post-
selection period, and is useful in understanding the decision
to expand or limit the automation program past the first

conversion,
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A concept that has only a limited applical.icn to the
process is that of quasi-resolution of cenflicts. This is
more a result of the size of the organization we deal waith

rather thun the cuntent of the specific decision. It can

be sssumed that in larger banks dealing with the same

E

decision, the concept will become useful in the examination

of the proccss.




IX.  SUMMARY AND CONCLUSIONS

The purpose of this study has been to examine the behavioral
aspects of the decision-making process in the small commercial bank
invclved in changing to EDP services. The study was motivated by the
current academic interest in the decision-making process, and an effort
was made to examine the application of the behavioral thecory of the
firm to a small organization facing a one-time decision regarding a
major change. The study was also motivated by the current development
of EDP in the banking industry and the issues a small bank must face
. when confronted with changes in banking in general and in data processing.

By intensively studying twenty-three smali commercial banks,
and by inspecting the relevant literature, the author has determined
the process that is applied by the banks during the decisior. to change.
The study provides empirical evidence of the actions taken during the
process, the people involved and the reasons for their acting in
certain ways.

The data are presented in Chapters V and VI, with the major
findings summarized in a series of propositions. Based on the data,

a descriptive model of the decision and conversion processes is
presented in Chapter VII, and the relationship to the behavioral

theory of the firm is examined in Chapter VIII.
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A. Reviewing the Basic Hypotheses

I. The Role of Cutside Agents1

The first hyputhesis stated that the process in the decision

to automate is initiated by outside agents. 1In sixteen of the twenty-

two banks, the proposal for introducing sutomation came from outside
persons, and in all cases but one, it was a service or equipment
salesman interested in supplying EDP services to the bank. When
such a proposal was made, it did not necessarily represent a revo-
lutionary idea to the bankers concerned., EDP had been utilized in
banking for over ten years, and throughout this period management of
banks not using EDP had been exposed to written and oral sources of
information describing EDP and speculating about its future in bank-
ing. In the case of some banks, contacts by outsiders trying to
iaterest the bank in EDP had previously been made, but it took,
rather, a combination of an approach by outsiders plus internal
problems to actively start the process (Proposition No. 2).
Therefore, the point at which a bank becomes receptive to an out-
sider's arwroach can be designated as the initiation of the deci-
sion process.

The relatively smail amount of knowledge about EDP accumulated
in rhe baank prior to the stait of the decision process, and the

avoidance of hiring vutside consultants (Proposition No. 8), place

lThe nunber of cach section corresponds with the numbered hypotheses
on page 6.
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the salesmen in a vital position. In addition to being one of the
two major initiating forces, they alse influence the decision pro-
cess by being the sole source of information on the technological
elements and, in most cases, the economic elements, During the
conversion process, their domination of the action is even more
strongly felt (Proposition No. 16) since much of the planning is

carried out by thenm.

2. The Triggering Cues

The second hypothesis stated that the decision to automate
a small bank is triggered by operational pressures. Evidence was
presented that, with few exceptions, this is correct. The three
main operational pressures are: Outdated equipment for processing
the work flow; increase in volume of activity; high labor turn-
over in the bookkeeping department (mainly women) and high labor
costs. Little, if any, long-term planning is done in small banks
in the area of operations. Based on the sample studied, it can be
said that the change to EDP, which represents a major change for
the organization, is triggered by short-term pressures rather than
long-term planning. Although the structure and role of the banking
industry is going through considerable change, the average small
banker does not engage in long-term organizational planning for
these changes. Instead, he prefers to follow innovations suggested

and tested by the large banks.
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3. Limited Search and Choice Procedures

The third hypothesis stated that whiie making the decision
banks initiate only a minimal search. The descriptive model outlined
in Chapter VIl emphasizes the limited search procedure used by small
banks when deciding on EDP,  The various decisions arc ioviewed, one
at a time, with only one or two alternatives considered each time
which restricts the choice procedure, The principle of limited search
applies, primarily, to the phase of selection of the type of arrangement,
where the decision often turns out to be a qualitative one, rather than
one based on quantitative comparisons,

Information collection throughout the process is directed
towards satisfying immediate problems rather than conducting an
exhaustive, or even systematic, search., Altiough the process
progresses in a similar manner in most banks, it is rarely a
formally organized one. The immediate impact of these haphazard
solutions is that numerous items, for which information should
be collected, are neglected. The conclusion is that the hypothesis

is fully supported.

4. The Role of a Coalition

The fourth hypothesis defined the decision process as a coalition
solution. The decision to automate is guided in most banks by a
single person and, in most cases, the interests of only two groups
are represented: Those of top management and those of the opera-
tions officers. Although the consequences of the decision effect

all departments in the bank in the long run, no evidence was
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found indicating that the major financial departments, such as
the various loan sections, are represented or show interest in
the decision process.

The small commercial bank's key decisions are centralized
at the presidential level. As a result, there is felt to be little
need to involve all the departments in the decizion. Rather, it
is thought that enough informal exchange of information keeps every-
one informed and allows all sides to be represented in the process,
But with regard to EDP, this belief proved to be incorrect.

It was further discovered that officers and employees,
with the exception of the one directly involved, had too little
knowledge and information to exercise any impact on the process.
Therefore, no evidence for support of the concept of coalition
solution in this type of decision was found, as the goal conflict
actually starts to develop only after the decision has been made

. and the conversion executed.

5. Uncertainty Avoidance and Minimized Change

This hypothesis stated that the decision makers are guided
by the uncertainty avoidance principle, which results in limited
innovation during the change. Throughout the study, it was
emphasized several times that the people in the bank lack knowledge

about EDP, i.e. what it can do; what its impact will be; and what




it should be used for. This lack of understunding results ir a
high degree of uncertainty about EDP during the decision process.
In order to minimize the uncertainty, most bankers set only limited
gouls for EDP (Proposition No. 4). The initial planning is for
equipment change rather than system change, and information improve-
ment is expected but only as a by-product. BSmall banks are slow
in i.. ‘ementing new services or utilizing new types of information,
preferring to follow the innovations of the large banks rather
than take unknown risks.

The type of community where the bank is located and the
level of competition will effect the degree of innovation included
in the final solution. Banks in metropolitan areas, or dependent
on the business generated by large firms, will be more likely to
consider innovative features, while those located in small communi-
ties will limit themselves to equipment change. The hypothesis was

supported by the data.

6. Attention to the Variocus Elements

As was expected in the final hypothesis, the decision process
mainly focuses on the economic element and, to a lesser degree, on
the technical element. Only in the latter phases of the process,
and often only after the decision has been made, is attention paid
to the social aspects of the change. Many top officers would like to
believe that socio-palitical issues do not exist in small banks.

Top management in the participating banks feels it is possible
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to eliminate resistance to change by promising job security and
letting information filter down to employees through informal
channels. Yet resistance did exist, although it took a more passive
form than it would in larger orgznizations. The effect of such
resistance was mainly felt when efforts were made for advanced
utilizatior of the computer, beyond the initial work-processing
stage.

Bank menagers do not conceive of the computer as effecting
the power, authority, and status structure in the bank, and therc-
fore disregard it during the process. The political issues are
raised only at a later stage and as a result of an unexpected
change in the role of the operations people. Overall, the lack
of attention to the socio-political factors will tend to slow down
the process of change and make it less efficient rather than stop

it. Thus, the hypothesis was found to be correct.

B. Conclusions

The general conclusion which can be reached from this study is
that although each bank makes the decision only once, there are suffi-
cient characteristics common to the process, which enable the author
to arrive at a general model describing the decision process. The
description of the process outlined in this study should assist other
bankers facing a similar decision in obtaining a better understanding
of the process and what is involved in it.

With respect to the behavioral theory of the firm, the argu-
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ments in this study can be summarized by the following statements:
1. It is possible, with some modifications, to apply the

principles of the behavioral decision theory to a one-

time decision. The modifications needed are mainly in

the area of organizational learning.
2. The concept of & coalition-decision which is applicable to
E, large organizations hgs only a iimited application te small
centralized organizations such as a commercial bank.

3, The siudy lLaz demcnstrated that it is most u<eful <> use the

aid of a model in describing the decision and execution pro-
cesses. The benefits consist of better understanding of the
elements influencing the decision, the role if the parti-
cipants and the final outcome.

i 4. The decision process applied by most banks proved to be a

t result of short-term pressures and utilized a sequential
approach to goals, problems and decisions.

From the characteristics of the banking industry and the small

“ bank described in Chapter 111, it emerges that we dealt with a relatively

conservative and mature industry, and a centralized type of corganization.

!
|
§

This leaves the question if the same model will be applicable to other

i types of industries with different structure, rate of development and
maturity. Therefore, the applicability of the model should be further
examined.

Other future research that is suggested by this study is of two
orders. First is the research which will extend the knowledge about

the decision to introduce change and the introduction of EDP in the

o o e L e, FRCRE 2

organization. This can include research in several directions:




1. Efforts to simulate the process with the purpose of arriving
at a simulation having a predictive power as to what specific
decision will be made. Due to the difficulties in quantifying
some of the behaviora! effects and in generating data on such
effects that can be included in a simulation, the simulatiocn
will have to depend more ~n in-depth examinaiion of quantita-
tive items.

2. Construction and examination of a normative model of decision
making. In Chapters V and VI some normative latsrpretations
were included and further examination of the optimal process
is needed. Such a model can be tested in a bank interested
in the possibility of EDP, but which didn't yet start the
pracess. The results can then be compared to those achirved
by other banks.

3. Comparative studies conducted in small organizations in other
industries facing a similar decision. The present study con-
centrated on one type of small organization only. The future
research should examine the application of the model given
here to other types of small business organizations in order
to arrive at some broader conclusions regarding differences
between small and large organizations,

The seczond direction is toward further examinatian o¢ the Cyert
and March behavioral theory of decision making. Such research can
concentrate on specific parts or concepcs in the theory. There is
a8 need for improved tools for: Measuring the individual concepts;
wodifying those that are found unfit; and utilizing the results for the
better understandins of a decision process which combines quantitative

and qualitative variables.
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APPENDIX A

¢ BEHAVIORAL APPROACHES TO DECISION MAKING

it is not the purpose of this study to review all the approaches and
theorics in Behavioral lecision Making., Yet in order to examine the
behavioral decision theory of Cyert and March, it wiil oe helpful to review
some of the other approaches. The reader will notice that the basic principle
in the following three approaches is the notion of the “Stepping Stone', where
the decision maker tukes one step at a time along a certain route, breaking
the decision into a set of sub-decisions. The three approaches are

SUMBITIZEU weauw.

A. C. E. Lindblom (1964, Pp. 64-65) in nis article '"The Science of

‘muddling through' suggests an approach called "The Successive Limited
Comparisons (Branch)' which has five basic principles:

;: 1. Selection of value goa'ls and the empirical analysis of the

l needed action are not distinct from one another but arc closely
intertwined. - S
2, Means-end analysis is often inappropriate or limited since
means and cnds are not distinct.

3. The test of a “good" policy is, typically, that various analysts

o R

find themselves directly agreeing on a policy (without their
concurring necessarily that it is the most appropriate means

to an agreed objective).

4. Analysis is drastically limited, as:
. i. Important possiblc outcomes are neglected.

ii. important alternative potential policies ar. neglected.

iii. [Important affected valucs are neglected.

203
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2. The sucvession of comparisons s greatly reduced or reliance

on theory 1s eliminated,

K. In a heuristic model which is directed mainly toward the “innovative

decision' W, 3. Gore (1964 Ch 2) suggests four maior part

= AL N 2 Hit

X

n each

e

deciston:
1. The perception phase Is the initial stop wherc awareness of
the existence of some situstion requiring collcctive concern cxists.
2, The Lvaluative Set is associated exclusively with problem
solving, after the situation has been "estabiished" as one having
implicztinns {or the organization.

3. Estimation of consequences is the crucial step in decision

making.

4. Maneuver for pusition is a venture into the envirorment in

order to seck external sanction for the proposed response.

C. In a recent article, P. F. Drucker (1967) agrees that elements
do not by themselves "make' the decisions, But he feels that unless
these elements are used as the stepping stone of the execulive's
decision process, he will not arrive at 4 correct, and certainly

not at an effective, decision. He ¢alls his six-step approach the
"Sequential Steps.'

I, The classification of the problem. 1s it generic? Is 1t

exceptional and unique? Or is it the first manifestation of a new
genus for which a rule has yet to be developed?
.

2. The definition of the probiem. What are we dealing with?

3, The specifications which the answer to the problem must

satisfy. Wwnat are the "boundary conditions?"

LR e
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4. The decision regarding what is "right,” rath.r than what is

acceptable, in order to meet the boundary conditions. What will

fully satisfy the specifications before attention is given to the
compromises, adaptations, and cohncessions needed to make the
decision acceptable?

5. The building into the decision of the action necessary to

carry it out. What does the action commitment have to be” Who
has to know about it?

6.

The feedback which tests the validity and effectiveness of

the decision against the actual course of events, How is the

decision being carried out? Are the assumptions on which it

is based appropriate or obsolete? (Fp. 92-93).
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APPENDIX €
SUPPLEMENTARY QUESTIONNAIRE USED IN BANKS

Bank

Name

Following are a few simple questions relating to the decision to automate in your
bank. We will appreciate your answering them at this time,

1. Please indicate the importance attached to each of the following items
at the time the decision to automate was considered in your bank.

Use the following scale to assign points for each item.

1 2 3 4 5 6 A 8 9
not only of important quite most
important little to some important important
at all importarnce extent

____ Supply

You can use the same number as many times as necessary.
(Example: If "Reduce cost'' was a quite important factor put a 7 next
to it, if it was not important at all, put a 1 next to it.)
' Replace obsolete bookkeeping
Reduce costs

Reduce labor needs

Increase speed of operations

more information

Supply more accurate information

Increasm‘érestige of the bank

Offef-mpfe services to customers

Meet competitioh from other banks

Improve customer services

Achieve improved management control over employees

Achieve improved management control over operations

Others (Please specify)

209
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v

Pleasc indicate the degree to which the following possible computer
arrangements were considered in the decision to automate,
(Plcase use the following scale on questions 2 and 3.)

k] x 3

B4 i e s b e T A A et B 1

i a k] 4 > ] [ ) 7 ) & ] g ¥
not only considered seriously must
considered briefly to some considered serjously
at alil considered degree _ considered '

s

Buying own computer-on premises
Leasing own computer-on premises

Establishing independent computer service company

e o e kim0

Using correspondent bank computer

Using holding company or affiliate bank computer (if applicable)

Using a service bureau computer

Establishing a couperative with other banks

Other arrangements (please specify )

|
]
| 3. If you considered getting your own computer equipment, could you please {
indicate which of the following suppliers were given the greatest sttention ;
in the decision. (Please use the same scale as in question 2.) I

I

BURROUGHS

CONTROL DATA

G.E. |

HONEYWELL
1.B.M.
1 N.C.R.
R.C.A.
UNIVAC

_ Other please specify
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4. Please indicate the extent to which each of the following items con-

tributed to the decision on the present computer arrangement.
the ?ollowing scale.)

(Please use

1 2 3 4 5 6 7 2 g

not only considered seriously most
konsidered briefly to some considered seriously

at all considered extent considered

Cost of service arrangement or system
Space needed

—_ No. of staff needed

. Availability of programs

—___ Availability of equipment
Availabiiity of service
Availability of back-up equipment

— Capabilities of the equipment

Other

e

5. Please indicate the extent to which each of the following sources

(Please use the

ollowing scale.)

influenced the decision to use the present arrangement.

1 2 3 7 5 6 7 8 91
not at very to to a th
all little some considerable mos

ektent extent

Computer salesmen

Correspondent bank management

OQutside consultant

The bank President

Member(s) of the Becard of Directors

Operation officer of the bank
____ Head of bookkecping depertment

Other officer(s) in the bank

Gther bankers in area

Large customers

Other (please specify

Published material (journals, newspapers, books, etc.)

)

211
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6.

part in the decision to use the present arrangement. (Please use the
following scale.)

Please indicate the extent to which each of the following tgpk an active

| ] I 4 3 6 7 8 9
not at very to to a the
ail little some considerable mos

extent extent

Computer salesmen
_____ Correspondent bank management
‘ Qutside consultant
F —_ The bank President
; Member(s) of Board of Directors
—_ Operation officer of the bank
ticud of booklkeeping department
. Other officer(s) in the bank
| ____ Other bankers in area
Large customers

| Other (please specify )

B B e LS Lot e S
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APPENDIX D
THE DECISION PROCESS IN THREE BANKS

1. The Northern Bank (01)i - no plans at present time

a. Background. The Northern Bank is s $40 willion bank

in the northeast of the United States. It was established in the
1920's in an agricultursl and industrial community of 20,000 people.
Thé bank's stocks are widely held, mainly by residents of the state.
It has achieved a moderate rate of growth over the last few years,
and operates five branches located within a radius of thirty miles
from the main office. Of the other three banks in the immediate area,
one was a branch of a larger bank utilizing EDP, while the two other

banks were not using any EDP services.

b. The Decision Process. The bank operated a semi-centralized

bookkeeping system, with the work of the three branches processed in
the main office and the remaining twc doing their own hookkeeping.
During the second part of 1965, the bank was approached by three
computer manufacturers and one other bank in the area, all offering
theis equipment or services (01)2. At about this time, the bank's
operations officer felt that changes were needed in the existing
bookkeeping system, which depended too much on hand sorting and the
good memory of the employees. During the fall season, which is the

most active time of the year for the bank, problems developed in

processing the checks and handling funds (#2). The senior

1The number of each bank corresponds with the number given to the
same bank in Appendix B.

2The numbers refer to the phases in tne model in Figure 7.1.
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THE NORTI'ERN BANK UECISION PROCESS
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The numbers next to each box correspond to the phase numbers in Chapter VII.
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operations officer, who previously worked for an automated bank,
decided to look into the possibility of automation (#3), planning

to utilize it, in the first stage, for demard deposits only (¥4). The
operations officer, who had been in the bank since 1962, believed

that automution might improve efficiency in processing the bank's work.
Other expected benefits were a lesser dépendence on key non-management
eaployees and better management of funds (#5). He also saw a4 need to
change some of the other managers' methods of operation and introduce
mode:n management techniques which would improve the competitive
position of the bank.

When the idea of automation was presented for approval to the
president of the bank (#6), he rejected it (#69) claiming that the
bank was not ready to consider the jissue because too much cost was
involved in any conversion that would have to be done within the next
two years. At the same time the president believed operational

problems were not that severe and could be alleviated in ways other

‘than automation (#61), The operations officer continued for some

months to meet with the computer manufacturers to get additional
information (¥14), but could not solicit any further support for the
idea of automation (#15), At the beginning of 1966, other ways to
improve operations were sought (#16), and by the middle of 1966, the
bookkeeping department reorganized by introducing specialization
based on the stages in the check processing rather than on groups of
accounts (#17)., The results were considered so successful (#18)
that it was decided to postpone the discussion of automation for at

least four years.
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¢. Analvsis. The bank had three of the four elements
needed to launch a decision process: There was a Senior person
in the bank interested in automating, there were some operational
pressures, and there were some outside agents who were interested
in providing the services or equipment. The process did not
materidalize beyond the first phase for two reasons. The first was
the lack of support from top management, i.e. the president, and
the second was that the operational pressures were not severe
enough to require any action beyond the modification cf the existing
bookkeeping system. In addition, the person guiding the process was
considered a4 ‘'freshman' by the other senior officers who were
comfortable with the old system and who disliked the idea of a

rapid change.

2. The Western Bank (13) - On-Premises Facilities

a, Bag&i;ound Information. The Western Bank is a $15 miilion

bank on the west coast. It was established in 1962 in a suburb of a
large metropolitan city. The majority of its stocks are held by the
members of the Board of Directors, with the chajrman of the Board
owning close to half of it. It has achieved a moderate rate of growth
over the last few years, and operates one branch located in the same
suburb. Competition comes mainly from the large banks in the metro-

politan area which have branches in the suburb.

-
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b. The Decision Process. Shortly after the bank hud opened,

the bookkezping depariment began te huve operational! problems {#2). P

The problens were with both the inefficient equipment which required ]

a lot of manuai work, and with the absences and high turnover of !

U

employees, The bank had some calls frem outside service providers,

; but neo serious effort was made until a third operational problem

hrrtoip o vawAe b ap mees e
. .

developed. As a result of rapidly increasing volume due to quick
initial growth, the accuracy of the output dropped. Then in late

1964, as described by the cashier, "1BM walked through the front

door and put it (the suggestion to automate) on our desk." (#])

The coshier and hiz assistant were interested in the proposal (#3)
and began to inquire about automation of demand deposits only (#4), i
They felt it would reduce costs and improve operations (#5).

The president of the bank and the chairman f the Joard did

not object to investigating automation (#6), aithough they did aot

actively support it. IBM made the originul suggestion for the banrk

to get its own equipment, but the bunk first investigated the possibility - —

of having an off-premises source do the work (#7). Estimates werc

TTER S

submitted by two correspondent banks aud one service bureau, but

T T s =

operations people decided that the price was %oo high and the return
i in services insul{.:ient. Top management, when consulted, was

reluctant to depend on a potential competitor for services (#8). Tue

operations people decided to look into the possibility of buying their

T

own equipment (#20, 24). By the beginning of 1965, IBM had invited

the junior operations officer to a two-weekx :uurse where he was

i carm s S
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exposed to the equipmen: (#25) and from which he returned with very
favorable impressious (#26). He felt that the solution of acquiring

equipment would be most suitable for the bank. At this stage the idea

of usiug off-premises EDP was dropped (#27),

Discussions were held with sslesmen of two other manufscturers
(#28), but were described by management as not serious, and only the
IBM proposal was finally submitted for consideration (#10). As one
officer remarked, "aftei the as¢istant cashier went to the IBM course,
we knew that if anyorc got the order for equipment it would be IBM". (#11)
The 1BM propesal was consid?réd by thé.operhtions people as most
satisfactory (#12), and when presented to the president, the Board's
approval was easily obtained (¥13) and the decision to sign with )

IBM (#33) was made in mid-1965.

: c. The Conversion Process. In the rental agreement signed

with IBM (#34), delivery of equipment was promised within ten months.

Lr""““’"'"’7/A/ﬁ’g'gﬂauringgthisjtimyﬂiﬁfﬁfﬁifidﬁ7657iﬁéﬂfiaﬁgﬁfd&ﬁéﬁh;ﬁ{g‘hna‘;;”Ehe

necessary training of employees was collected (#35), and the conversion
was planned (#36). Also during this time, the junior operations
officer becams the cashier of the bank, and a new junior operations
officer was hired to supervise both the newly automated and non-
automated functions. A second person was hired to run the computer
installations. The new junior operations officer objected to the
installation of EDP in the bank and was Ly-passed by the EDP manager,

. vho began to report directly to thi cashier. He received approval for

the conversion plan (#37). The sxecution of the conversion (#38) was




completed with the help of IBM, to the general satisfaction of the
senior management (#40)., The cashier and EDP manager next suggested

converting the savings deposits (#42), but the objections of the

junior operations officer {#43) postponed the process for several
months. Finally, the president supported the ca;ﬁier,,yha presented
déta (#45) suggesting that not only should additional fuﬁctions be
converted, but also a larger computer ordered. Approvairof the se:ond
conversion was given (#43), and it was in the plannirg stag€ (036} o

at the time of the writer’s visit to the bank.

d. Analysis. Operational pressures plus initiative of r
x outside salesmen caused the bank to consider automation. The process

started under the guidance of the operations officer, with the

passive approval of top management, and no open resistance. Resistance

| developed only when a new operations officer feared he was losing control

S — ——because of the accepted decision.— — . T

| The bank briefly considered off-premises arrangements but gave
serious consideration to only one proposal, the installation of IBM
on-premises wquipment. The reason was that the people guiu.ug the
decision felt it would minimize the uncertainty involved in utilizing
any other proposal. The search was simple-minded and biased towards
IBM because of the course taken by one of the two persons guiding the

process, who at the time of the decision was the only one in the bank

having any EDP knowledge. .
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3. The Mountains Bank (23) - Using an Off-Premises Service

a. Backg;ound Information. The Mountains Bank is a $25

million bank in the Rocky Mountains. It was established at the turn
of the century and is located in a small industrial town. The
majority of the bank's stock is held in trust for a single family.
Since 1964 the bank did not grow in assets, and the bank does not
operate branches. There are seven banks in the town of which three

had been using computers when the decision process in The Mountains

Bank started.

b. The Decision Process. Late in 1964, the junior operations

officer was invited by NCR to visit its facilities, and he returned
impressed with what he had seen (#1). In the middle of 1965 the bank
faced the need to replace conventionai, obsolete bookkeeping machines
(#2) and the junior operations officer suggested considering EDP (#3)

to replace the obsolete equipment in the dcmand deposits section (#4).
Throughout the second part of 1965 he investigated the issues involved
in automation (#5) and presented the idea of using EDP to the president
and Board of Directors in December, 1965 (#6). The members of the Board
rejected the idea altogether, although the president gave partial
support. During the first half of 1966, the operations officer collected
additional data (#14) mainly on the cost aspect of automation versis
conventional processing. With the help of the president, visits to
computer installations were organized for several members of the Board
of Directors. In June, 1966, the subject was raised again in a specis:
Board meeting and this time approval was given (#15) to proceed with

the investigﬁtion.
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FIGURE D-3
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The arrangement of using 8 correspondent service was

( identified as the most suitable (#7) because:
N 1. Management felt their bank was too small to afford its
own EDP.

2. Management felt it did not know enough about EDP to run it

itself, and it would cost too much to hire qualified people

to run it on-premises.
The advantages of the correspondent bank were given as follows:
1) The correspondent bank had the money to back the bank in case of
failure; 2) the correspondent bank had the experience needed to supply
suitable operation; 3) the bank could get its "feet wet" and learn
from the experience of s larger bank before it went on its own computer.

{#8). Three banks were asked to submit proposals (#9), and although

two other banks and a service bureau offered to supply services, the
management felt it had sufficient information on hand (#10). All three
proposals were about the same in regard to cost and most other features,
but the aperations afficer guiding the process preferced the bank.

that was closest in diéstance, yet still outside the immediate competitive
area (about fifty miles away) (#11). The proposal of this bank was

also slightly cheaper and:was considered satisfa¢tory by the operations

officer and president (#12). It was brought to the Board for approval

(#13), which was given this time with only little discussion and without

any objections (#33).

iH . ¢. The Conversion. The final decision was made at the end

of 1966, and the demand deposits function was converted in May of 1967.

Additional informstion was collected at the request of the service

provider (#35), and the planning was left to the representatives of the
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service provider and the junior operations officer (¥36).

The president was kept informed (#37) but did not take an
active part in the planning or execution of the conversion. Following
a successful conversion, in which minor problems were solved in a
three-day parallel run (#39), satisfaction with the results was
expressed by the entire senior management (#40). Some discussion on
the possibility of converting other functions developed in the bank,
but it was decided by top management that no operational problems
existed in other areas and thus there was no need for further conversions

at that time (#41, 83).

Jd. Evaluation. Opposition to the consideration of automation
developed at the top level in the early stages due to lack of information
and unfamiliarity with the subject. But once the junior officer got

the support of the president, he was able to carry the whole project

through with no active resistance cropping up. The process was
simplified because of the limited goals of the decision makers (replacement

of obsolete equipment in only one function.)
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